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SUBJECT PRODUCTION MANAGHvlE^ 



LESSON PR0D5 ''OBTAINING /\ND M'\INTAINING EQUIPMENT 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Equipment wliicli is important in most production operations can 
range from complex machines to very simple tools. Tliis lesson looks 
at general purpose equipment and special purpose equipment. It also 
looks briefly at the methods of obtaining eqijiipment - purchase or lease. 
It does not d^^ell in length upon any special areas because each small , 
production plant will require specific equipment for production, Rat'ner 
the lesson shows that before getting equipment the owner-manager of a 
small plant, should determine exactly what type he needs, how he will ob- 
tain it dnd how he will maintain it. If large amounts of money are to 
be paid 'out. for equipment the owner-manager should get expert help in 
planning his needs. 



OBJECTIVE 

For a given situation the student will decide what equipment is 
required and how he will pay .for it. 



REFERENCES FOR Tim INSTRUCTOR 

1. The Canadian Institute of Chartered Accountants. New Concepts in 

Leasing . Toronto: The Canadian Institute of Cliartered Account- 
ants, 1969. 

2. Harrison, N.T. '^Rented Tools Can Improve Efficiency'*, Technical Aids 

fo r Sjnall Manufacturers . Washington: Small Business Administra- 
tron, Marcli - April, 1962, No. 79. 
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RESOURCES REQUIRED 

1. Case PRODS, »'Buying Equipment" 



METHODOLOGY 

1 . Hand out . the Readingr . 

2. Read the Purpose and Introduction, 



PLFRPOSE 



In this lesson you will discuss the things you should in- 
vestigate when obtaining equipment for your plant. You will also 
discuss the need for setting up a maintenance plan for the equip- 
ment you use. 

INTRODUCTION _ • " 

Equipment includes everything used in manufacturing except 
materials and housing. Machinery, tools, fixtures and so on are 
the equipment needed for manufacturing. The costs of obtaining 
the equipment (through purchase or rent) can range from just a few 
dollars to very large investments. It is, therefore, important 
that the small -prant operator obtain equipment that will fit his 
needs at a cost he can afford. Once he has the equipment he should 
set up a maintejiance program to reduce the down time on equipment 
as much as possible, 



3. Discuss and clarify Purpose and Introduction. 



OBJECTIVE: FOR A GIVEN SITOATION THE STUDENT WILL DECIDE WHAT EQUIP- 
MENT :S PJBQUIRED AND HOW HE WILL PAY FOR IT. 



Stimulus 

4. Ask if knowing how to obtain and maintain equipment is ijT5)ortant. 



Clarify Problem 

5. Discuss answers to question above and ask students to state the 
*Vhy*^ and "how^^ of their answers. 



PRODS 

Provide Information 

6. Read Sections 1, 2 and 3 o£ the Readings and discuss. 



CONTEWr 



1. Equipment 

In a production operation there is a need for machines , 
handling equipment, fixtures, and tQols. Equipment used in 
any particular plant will depend upon the requirements of 
that business. When obtain ""ng equipment you, as the manager, 
will be responsible for matching the equipment with the re- 
quirements of your plant. 

Some of tlie questions you will have to answer are: 

a. Should you use special purpose machines or general pur- 
pose machines? 

b. Does it cost more to buy or lease equipment? 

What are the costs of setting lip preventative mainten- 
ance programs? 

d, Wliat are the costs of setting lip corrective maintenance 
' prog'rams? 

Equipment is used to help you produce and handle your 
product. Therefore you must match the equipment to the job* 



2. General Purpose Equipment 

This type of machinery can perform hasic operations on 
a number of products. Such standard equipment is a 'lathe, 
milling machine, grinder, plane, drill press and borer, and 
shearing and pressing machines. General purpose machines are 
those built to perform a large number of tasks. 



3. Special . Purpose Equipment 

r 

Special purpose equipment is machinery that can perform 
only a very limited number of tasks involving few materials. 

The limited use of special purpose machines can be an 
advantage if the machine is properly designed; it may be 
possible to speed up production since the machine does not 
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have to be set up or reset. Special purpose machinery is 
efficient if the product is standardized, and the sales 
volume is enough to absorb the cost of obtaining the equip- 
ment. ! ■ . 



?• Ask' the .students factors to consider when regarding cost of equip- 
ment. List answers on the flip chart. 

8. Ask how students would finance equipment. List answers on the 
flip chart. 

9. Read Section 4 of the Readings and discuss. 



4. Cost of Equipment 

There are actually two ways to get the equipment you 
will need for a small manufacturing plant. One is by pur- 
- chasing, the other is by leasing. Mien deciding on which 
method you will use , carefully study the effect your method 
will have on the long-term operation of your business. 

a. Purchase of Equipment 
Advantages : 

(1) You o\m the equipment and can do what you wish 
with it (with the agreement of anyone holding a 
chattle mortgage on it) . 

(2) You can use the depreciation on the equipment in 
your financial statements. 

(3) The equipment is an asset on your books. 
Disadvantages: \ 

(1) You must find someone willing to loan you the money 
to purchase the equipment. 

(2) All repairs will be your responsibility. 

b. Leasing the Equipment 
When you lease equipment you agree to pay the owner of 
the equipment an agreed upon amount for the use of the 
equipment for a stated period. 

(1) Most leases will contain the following: 

(a) Date of agreement 
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Cb) Names o£ lessor (oivner) and lessee 

(c) Description o£ the property 

(d) Length o£ lease 

(e) Manner o£ payment o£ rent 
(£) Responsibility for repairs. 

(2) Advantages o£ leasing 

(a) Leasing is a means o£ securing the use o£ 
pro£it7producing equipment with low funds. 

(b) Leasing frees funds for other purposes. 

(3) Disadvantages of leasing 

(a) High cost over a long period of time. 

(b) Not all equipment can be obtained through 
leasing. 

When obtaining equipment, investigate the financial ar- 
rangements that are available for purchase of the equipment. 
Weigh these costs against the long-run benefits for your 
business. If you are investing in high priced equipment, se- 
cure expert help. 



10. Read Sections 5, 6, 7> and 8 of the Readings and discuss. 



5. Maintenance of Buildings and Equipment 



Have you 
worth a pound 
tenance . You 
ing condition 
business. If 
buildjjigs and 



heard the saying '*an ounce of prevention is 
of cure"? This saying applies to plant main- 
should, keep your plant equipment in good work- 
if you want to rua a successful production 
you don't mai^-tain (fix up, repair) your 
machinery you are asking for trouble. 



a. Two Kinds of Maintenance 

Plant maintenance refers to the things you do to keep 
your buildings and equipment in good working condition. 

(1) Preventative Maintenance 

Prevent equipment from breaking down. 

(2) Corrective Maintenance 

Correct (repair) equipment after it has broken 
down. 
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Why is PREVENTATIVE MAINTENANCE Importan t? 



I£ you prevent things from breaking down you will save 
yourself tune and money* Breakdowis cause sptjiled aiid dam- 
aged products, as well as delay. It is easier to prevent 
trouble from happening than it is to correct (fix) the troub- 
le after it lias already occurred. 

Here are some puints you should follow in your prevent- 
ative maintenance program: 

a. Inspect your buildings and equipment regularly (for ex- 
ample, every week, month or year), this way you will 
find wear and tear before things break dowii. 

b. Service yoidr buildings and equipment. For example: 

- paint buildings regularly 

- oil and grease equipment rogularly. 

c. Keep records of the service needs of your plant. 

d. Make sure service work is done correctly and at the 
right time. 

e. Follow proper operating procedures . For example, don't 
overload or overheat your equipment • 

f. Keep a spare machine (or parts) handy in case one breaks 
down. Sometimes things will break down no matter how 
careful you are; if you have a spare on hand you can 
keep your production plant nmniiig. 



Wl iy is CORRECTIVE MAINTENANCE Important ? 

Once something breaks down you should fix it as quickly 
as possible. When things in your plant are not vmrking you 
will not be able to produce products. This may cost you 
money. You may lose customers. 

Here are some points you should follow once you Jiave a 
breakdown: 

a. Be sure to find the cause of the breakdown . 

b. Repair things as soon as possible . I£ you wait things 
will only get worse. 

c. Look for fast and cheap ways to make repairs > This will 
shorten the time your plant is out of operation and will 
save you money. 
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d. Make sure you have a place to do the repair work . You 
may be able to do a lot of your own repair work. If so, 
you should have a roomy, clean and well lit place to do 
your maintenance work. 

You may have to get some things repaired by sending them 
out to a repair shop. You should make contracts with 
tliese repair shops as soon as you start business. 

But remenfcer, the best way to fix breakdowns is to pre- 
vent them from happening. 



8. Summary 

When you, as the Small Business manager, are considering 
buying or renting new or additional equipment you must weigji 
the initial cost, the costs of maintaining the equipment, the 
costs of operating the equipment, and the length of life of 
the equipment. In addition you must consider the costs of 
the operators \Aio run your equipment as well as the people 
who repair or maintain your equipment. 

In a production operation the cost of equipment repre- 
sents a large investment; therefore, careful consideration 
must be taken to ensure that you are getting the proper 
equipment at a cost that you can afford. 



Indicator 

11. Hand out the case and read. 

12. Discuss the questions at the end of the j case, having students come 
up with a recommendation on what equipment to buy and the reasons 
for their recommendations. 
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PRODUCTION MANAGEMENT 



LESSON PRODS OBTAINING AND MAINTAINING EQUIPMENT 

CASE PRODS - 1 
BUYING EQUIPMENT 



Jack McLeod was preparing the first plans for the Pine Bluff Handi- 
craft Co-operative. He estiiTiated costs of obtaining raw materials, 
constructing the building, employing clerks and production workers, as 
well as paying his own salary. He contacted several large department 
stores and some government selling agencies and estimated possible sales 
throiagh them. He also contacted the government tourist agency, and 
learned approximately how many tourists came into the area. He used 
this information to estimate his retail sales. His major problem now 
was to ensure that production Could keep up with the estimated sales. 

Jack foresaw no difficulties in meeting the estimated sales. Jack 
knew that not only the people who presently did the work would be avail- 
able to work on kits, but that many of the younger people would become 
interested in this type of work and therefore his potential pool of 
craftsmen would expand. 

"Kie Pine Bluff Handicraft Co-operative promoted their products as 
hand -made. The kits were cut out, sewn and decorated by hand. Shortly 
after the Co-operative was in operation, Jack was approached by a sales- 
man from a large company who specialized in making machines to cut and 
sew leather. In the discussion the salesman showed Jack that by using 
a cutting machine he would only require four workers in the production 
area. By using two sewing machines for finishing kits he could speed 
up production and reduce the amount of piece-work contracted out by at 
least one-half. The cutting machine would cost about $1,000.00. The 
sewing machines would cost about $800^00 'each. 

Jack didn't really know if getting the machines was a good idea. 
The original idea of the business was to create jobs. By obtaining the 
machines he would not need as many people working for him as he did now. 
Costs would be lower but the strong selling point that the items were 
^'hand-made*' would be lost. Jack decided he had better discuss this with 
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the Board o£ Directors. 
Question for Discussion 

1. Would you reconnnend that the Pine Bluff Handicrafts Co-operative 
purchase the cutting machine and the two sewnaig machines or not? 
Why? 
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SUBJECT PRODUCTION MANAGEMENT 

LESSON PR0D6 QUALITY CONTROL 



INSTRUCTOR'S GUIDE 



OVERVIEW 

An area which must be o£ major concern to any butsinoss producing 
a product is quality control. A poor quality product gives a business 
a bad name. A bad name leads to declining sales, because o£ a lack of 
repeat customers as well as fewer initial sales. Without sales, finan- 
cial disaster is the outcome. 

This lesson examines the steps which can be taken to ensure a 
product meets the required quality. It looks at the stages when inspect 
^ion can be carried out to spot defective and/or non-standard products. 
The steps to be taken to correct poor quality production fall into two 
areas. Preventive Steps and Inspection Steps. 

The lesson doesn't go into actual sampling techniques because of 
the mathematical nature of such procedures. The instructor, if he so 
wishes, could easily develop exanples of sanpling to illustrate how 
they are used. 

The film, "Quality Control", is used to summarize the lesson. This 
film discusses quality control in a large plant and it is the instruct- 
or's responsibility to relate the techniques used in large business to 
small businesses such as the students are familiar with or likely to 
come into contact with: It would be useful to stress the point that 
small businesses have iriuch to learn from large businesses in the area 
of production because the problems are the same and only size is dif- 
ferent. 

The case is used as an indicator of how the students can apply 
the principles of quality control to an actual situation. The prob- 
lems in the case will be similar to those that they will have to face 
if they become involved in production management. 
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OBJECTIVE 

The students will state the steps they would take to ensure the 
quality of a given product. 



REFERENCES FOR THE INSTRUCTOR 

1. Archer, Maurice. Ai Irttroduction to Canadian Business . Toronto: 

McGraw-Hill Co. of Canada Ltd. 1967, ch. 4T. 

2. Buff a, Elwood S. Modem Production Managenient . 3rd ed. Toronto: 

John Wiley and Sons, Inc. iyb9, ch. 20. 

3. Durand,' Robert Y. Business: Its Organization, Manageinent and Re- 

sponsibilities . Englewood Cliffs, N.J.: Prentice-Hall, Inc> 
1958, pp. 220 - 221. 

4. Garrett, Leonard J. aild Silver, Milton. Production Manaepment Ai- 

alysis . New York: Har court. Brace and World, Inc. 1966, ch. 20. 

5. Hastings, Paul G. Introduction to Business. Toronto: McGraw-Hill 

Co. of Canada Ltd. 1968, pp. IZZ - iZ5,. 

6. • Keith, Lyraart A. and Gubellini, Carlo E. Introductioa to Business 

Ent orprise . 3rd ed. Toronto: McGraw-Hill Co. of Canada Ltd. 
19 VI, pp. 542 - 345. 

7. Steinmstz, Lawrence et al. Mana^jig the Sinall Business . Georgetown, 

Chtario: Irwin-Dorsey Ltd., 1968, pp. 387 - 391. 
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RESOURCES REQUIRED 

1. Case PROne, "Hew Can Qizality Be luproved?" 

2. Film, "Quality Coatrol" 

3. Production Gaine Kit 



MBIHODOLOGY 



1. Do not hand out Readings. 



OBJECTIVE: IHE STUDENTS WILL STATE THE STEPS THEY WOULD TAKE TO ENSURE 
THE QUALITY OF A GIVEN PROIXJCT. 
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Stimulus 

!• Ask i£ any o£ the students have been disappointed with the quality 
o£ a product they bou^t. 

a. What was the product? 

b. What was wrong with the product? 



Clarify Problem 

2. List the products mentioned by the students on the flip chart. 

5* Ask students why poor qimlity products, such as those listed, 
wevre offered for sale. 

a. Was poor quality intentional? 

b. Was poor quality a mistake? 

4. Ask the students if they feel that the producer of the- product 
should or could take steps to inprove the qioality of the product 
that he is selling. 

5. List on the flip chart the steps the students feel the producer 
should take. 



Provide Information 

6. Hand out the Readings. 

7. Read over the Purpose and Introduction. 



PURPOSE 

In this lesson you will discuss the inportance of producing 
good quality products in your production plant* 



INTRODUCTION 

Every customer wants a certain quality in the product he 
bi;^s. He also wants to be able to depend on getting the same 
quality. 'It /is^. inportant to make the quality of product cus- 
tomers want ;[ otherwise, you may lose customers to a conpetitor. 
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But how can a quality product be produced? How can you be 
sure your product is of good and consistent quality? You' can do 
this by maintaining quality control in your -nroduction plant. 



8. Discuss and clarify the Purpose and Introduction. 

9. Read Section 1, part a, of the Readings and have the students 
discuss. 



CONTENT 

1. Steps in Quality Control 

You can do two things to make sure that poor quality 
products are not produced in your production plant. 

a. Take PREVENTION Steps 

This means that you should do something to PREVENT poor" 
quality products from being produced i n the first place . 

Some prevention measures are: 

(1) Use good quality materials to make the product. 

(2) Design the product well. 

' (3) Keep production machines in good working condition, 
in order that they don't produce bad products. 

(4) Train production workers well, so they don't make 
mistakes. 

Can you list any other measures you could take to pre- 
vent producing poor products in the first place? 
(Think of your group business project and the problems 
you had in producing a good quality product.) 



10. Identify those steps that the students listed on the flip chart 
(point 5 of Instructor's Guide) that could be called Prevention 
Steps . 

11. Read Section 1, part b, of the Readings and discuss. 
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Take INSPECTION Steps 

'iliese are steps taken to make sure the products meet certain 
standards. 

You should know what standards or specifications should be , 
met at each stage o£ producing the product. Then you can 
inspect the product at each stage to see i£ they meet the 
standards that you set. 

Therefore, the INSPECTION process involves: 

(1) ' Setting standards 

(2) Inspecting the product to see i£ it meets the standards 

(3) Correcting faults if the product being produced does not 
meet the standards. 

The following diagram will help you to determine the stages 
necessaiy in the Inspection Process: 



THE PRODUCTION PROCESS 



RAW MATERIALS 


^ 


M)RK IN PROCESS 


— ^ 


FINISHED PRODUCTS 







The above diagram shows that producing a product involves 
changing-fgw materials into finished products. Work in 
process refers to the various stages of production used 
in making the final product. 

You have to decide where inspection should take place. Usual- 
ly inspection is carried out at the following stages: 

- RAW M/VTERIAL Stage 

- IMPORTANT STAGES IN THE PRODUCTION PROCESS 
(That is, i^Jiile work is in progress) 

- THE FINAL PRODUCT Stage . 

This means there must be STANDARDS set, for exajiple:. 

- RAW MATERIALS QUALITY STANDARDS 
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- QUALITY STANDAI^S FOR IMPORTANT STAGES IN THE PRODUCTION 
PROCESS 

- FINISHED PRODUCT QUALITY STANDA1U3S. 

Therefore , we can redraw the diagram o£ vhe production pro- 
cess to show the inspection process. 



TPE PRODUCTION PROCESS 



RAW 



MATERIALS j g— 1 WOPJC IN PROCESS [ -j } FINISHED PRODUCI 



THE IVSPECTION PROCESS 









STAGE 1 




STAGE 2 





STAGE 3 



1. Set Standards 

2. Inspect mater- 
ials 



3. Reject poor 
material 



1. Set. Stariclards ]. Set Standards 



1. Inspect partly 
finished pro- 
duct 



2, Inspect finished 
product 



3. Correct problems 3. Reject poor pro- 
in production . duct 
process 



12. Identify those steps that the students listed on the flip chart 
(point 5 of instructor's guide) that could be called Inspection 
Steps. 

13. Show the film, '^Quality Control". 

a. Suniniar>' of Content 

(1) Moderri-enteiprise seeks to control the quantity and 
quality of its output. 

(a) Quality control keeps track of the excellence of 
finished products. 

(b) Men affect quality control - 

(c) Machines affect quality control* 
-- (d) Materials affect quality control. 
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(e) Ouality ccntrcl cuts do\\T\ on scraps and waste. 

(£) Quality must be measured in tenns c'f the end 
use of the product. 

(g) High quality generally irtcans higher niar.ufacturing 
costs but can result in a higher selling price. 

(h) Low quality results in i louver selling price. 

(i) The customer and the quality he demands'* are 
important. 

(2) Steps in quality control: 

Step 1 ~- Set quality standards . These are acceptable 
variations in the quality o£ the product. 

Step 2 Set up an inspection system . The purpose of 
inspection is to delete oversize-undersize 
and other unacceptable parts and products. 

(a) Two types of inspection are briefly 
discussed and illustrated. 

(i) 100% inspection inspect every 
product . 

(ii) Sampling -- inspect only samples 
(a few) of the product. 

(b) l\Tiere should inspection take place? 

(i) raw materials 

(ii) work in process 

(iii) finished goods 

b. Instructions on How to Use the Film 

(1) Stop film at the end of point (1) of summary of Content. 

(2) Have the students summarize what quality means to the 
producer when selling. 



(3) Ask the students who the final judge of quality is and 
by what he judges quality. (The final judge of quality 
is naturally the customer and he judges quality on his 
end use of the product.) 

(4) Summarize the film and discuss by reading the 9 points 
outlined in point (1) of summary of Content. 
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(5) Continue the film- 

(6) At tlie end of the film, have the students summarize 
the steps of qxaality control. 

(7) Read point (2) of summary of content, 

(8) Summarize the film and relate the content to small 
production plants with which the students would be 
familiar, 

14. Read Section 2 of the Readings. 



Summary 

Quality control in production involves setting standards 
that raw materials or the product have to meet. If poor 
products are produced, your business will probably lose money 
because: • 

a. If you remake the product, it will be expensive. 

b. If you sell the poor quality product to the customer, 
he may not buy any more from your plant. 

When you start a production plant of your own you will 
have to decide how to produce a product of good quality. 

Now is the time that you should be thinking about the 
quality control procedures that you will use ln.,wur.,pl^t . 
(Decide what standards you will set, \>3iere. you wiXlcariyV^ 
out inspection, and what action you will take if you find 
out that the standards are not being inet.) 



Indicator 

15. Have the students play the. Production Game, Stage III. 

16. Hand out and read case PRDD6, 

/" " ' ■ 

17. Have the students discuss the questions at the end of the case. 



0 
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SUBJECT . PRODUCTION MANAGEMENT 



LESSCN PR0D6 QUALITY CONTROL 



CASE PR0D6 - 1 
HOW CAN QUALITY BE IMPROVED? 



Hie Pine Bluff Handicrafts Co-operative had been in operation for 
two months. The operation was going well as far as getting the volume 
of production required was concerned. But there were couplaints about 
the quality of some of the items sold to the lary^ buyers, / 

Some of the cojiplaints receiA^d were: 

1. Ihe hides .were poor due largely to careless skinning and scraping. 

2. The lining material was of poor quality. Sometimes the duffel 
lining sent in the kit was lost and replaced with old sheets or 
dress material. 

3. The sewing was careless. 

4. Hie threads were of poor quality. In many cases, cheap cotton 
thread was used to sew heavy moosehide. With even normal wear, 
the thread soon failed and the item fell apart. 

5. In some cetses products were received with designs out of comic 
books and crude contemporary designs > althou^ for the most part, 
the craftsmen used the traditional designs.* 

6. The moccasins and mukluks were too thin-soled. They were intended 
to be woiTi with several pairs of hefivy socks, even thou^ this is 
not doTie by most people today. 

Jack Mcleod decided to check the reasons for the poor quality. 
Some of the reascais he got from the craftsmen were: 
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1. Many felt that they were not given the time nor the mdaey to do 
a good job. They had the inpression that all the buyers wanted 
was for them to make more and more. 

2. Younger people were sewing kits. They had neither the experience 
nor the skills to do a good job in the time required. But if 
they were not given an opportunity to sell their work or if it 
was rejected too often, they became discouraged and quit. 

3. The home-tanned hides T>iiich tiie craftsmen preferred were hard 
to get because it was a long and hard task to properly tan the 
hides, because the weather had to be just right or else the colour 
would not come out right, and because not enou^ people knew how 
to properly tan using this method. 

Jack McLeod knew that he had to tbriK of some way to make sure 
these conplaints were corrected. 



Questions for Discijgsion 

1. What are the' problems Jack faced? 

2. What steps would you recommend Jack take in order to correct the 
quality of his products? 

3. How Would you inplejnent the steps you have just recomnended to 
Jack? 
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SUBJECT 



PRODUCTIOsT MANAGEMENT 



LESSON PR0D7 



PRODUCTION COSTS 



INSTRUCTOR'S GUIDE 



OVERVIEW 



Productica requixes the lose of materials, labour, and production 
facilities or capital; these elements are known as the factors of 
production. Each factor represents a cost of production. 

This lessen gives 'the s1:udent a brief glance at the area of cost 
accounting, i^iich aids in the. control of production. It helps to deter- 
mine the tnit cost of each product manufactured. If the unit cost of a 
product changes with, a change in the volume of production, cost accounting 
will indicate the extent of such a change in cost. It will show the 
relatiA^ cost of different manufacturing methods so that the least costly 
can be chosen. It can be lased to disco'ver any variation of costs at 
different seasons or in different years. 

In this lessCHi the student is introduced to and shown how pro- 
duction costs are calculated. Material costs, direct labour costs, and 
oveihead costs are defined. The student is then shown the relationships 
between fi^o^d and variable costs as production increases. Using exr 
anples, he is shown how total production costs can be calculated and 
illustrated. Finally, using a case, he is asked to apply the principles 
learned in the lesson. 



OBJECTIVE 

Given the necessary facts and figures, the student will calctilate 
fixed costs, variable costs and total production costs and present 
them cn a co-ordinate graph. 



ERIC 
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REFERENCE MATERIAL FOR THE INSTRUCTOR 

1. Bu££in, Elwood S. Modem Production Management . 3rd ed. , Toronto: 

John Wiley and Sons, inc., 1969, clip. 22. 

2. Durand, Robert Y. Business: Its organization. Management and 

Responsibilities . Englewood Cliffs, N. J.: Prentice -Hall, Inc., 
1958, pp.360 - 371. 

3. Keith, Lyman A. and Gubellini, Carlo E. Introduction to Business 

Enterprise . 3rd ed. , McGraw-Hill Co, of Canada Ltd. , 1971, 
pp. 349-355. 

4. Tasso, G. J., "Keeping Overhead Costs in Line", Management Aids for 

Small Manufacturers , Annual No. 9, Washington, D.C. : Small 
Business Administration, 1963, pp. 22 - 29. . 

5. Wood, O.T. "Pitfalls in Estimating Your Manufacturing Costs", Manage- 

ment Aids for Small Business , Annual No. 2, Washington, d-C. : 
Small Business Management, 1958, pp. 82 - 91. 



RESOURCES REQUIRED 

1. Case PR0D7 - 1, "What Does it Cost to MaJce?" 

2. Projectual PPDD7 - 1, "Co-ordinate Graph". 

METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Introduction. 



PURPOSE 

In this lesson you will learn how to calculate the cost of 
producing a product. You will also discuss the things that can 
increase or decrease your production costs. 



INTRODUCTION 

In order to calculate a selling price for your product, you 
must know how much it costs you to make it . How will you calculate 
your production costs? What things can cause these production costs 
to go up or come down? You have to know these things in order to run 
a successful production business. 
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OBJECTIVE: GIVEN THE NECESSARY FACTS AND FIGURES, THE STUDENT mil 

CALCULATE FIXED COSTS, VARL=U3LE" COSTS AND TOTAL PRODUCTION 
COSTS AND PRESENT THBl ON A CO - ORDINATE GRAPH. 



Stimulus 

2.. Ask sludents what costs would they use to calculate the production 
cost of a product, 

Clai:ify Problem 

3. List the answers on the flip chart and have students clarify their 
answers.. 

Provide Information 

4. Read and discuss Section 1 of the Readings. 
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CONTENT 

1 . Cost of Product :^ on 

To make a product you must pay for: 

a. materials 

b. labour 

c. buildings, equipnent, utilities, etc. 

d . managanent , 

All the costs of running your production plant sre your 
total production costs. And to figure out how much it costs 
you to make one product, you just divide the total production 
costs for a period by the number oC units (Products) you pro- 
duced in this period. For example: 

Cost per product = Production cost.^ this month 

Number of products made this month 

A better way to calculate the costs of producing* one unit 
of product is to add up the costs of: 

a. materials used, to make the unit - MATERIAL COSTS 

b. labour used to make this unit - DIRECT LABOUR COSTS 

c. other expenses involved in producing 

the unit - OVERHEAD COSTS 
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The three types pf costs are added together in order to find the 
total cost of production. Below is an example of how the pro- 
duction cost for one canoe was calculated in a canoe factory. 

Material Costs 



boards $40.00 

canvas 6.00 

screws 2.00 

glue 2.00 

paint 2.00 

Total material costs $52.00 per canoe 

Labour Costs o 

24 hours x $2.00 per hour $48.00 per canoe 

Overhead Costs : ($300.00 per monthj 
Based on a production rate of 

10 canoes per month $50.00 per canoe 

Total Pr oduction Costs $150.00 per canoe 

Tlierefore, each canoe would have to sell for more than 
$130.00 if the business is going to make a profit. 



Referring to items listed on flip chart (point 3), classify itans as 
to materials, labour, money, and management. ' 



6. Rec- and discuss Section 2 of the Readings, 



What is Included in Overhead Costs? 

It is easy to add up material costs and labour costs (if 
you keep records), but it is harder to figure out what overhead 
costs for each- product should be. 

Overhead costs include: 

your salary 
interest 

heat, lights, \\/ater, etc. 
depreciation 
maintenance 
office supplies 
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These are costs that cannot easily be attacied directly to 
any one product. They are general costs of doing business. 

You can estimate v/hat these costs will be over a certain 
production period .(a month or year) , Now, i£ you also estimate 
how many units o£ the product (for example, canoes) you can pro- 
duce in this period, you will be able to figure out what the 
overhead cost for each unit should be. We call this the 
OVERHEAD RATE . 

CK^erhCo.d cost for one unit = Total overhead costs this period 

Number of units of products pro- 
duced this period. 

Example : 

Overhead cost per canoe = $500.00 per month 

10 canoes per month 

Overhead cost per canoe = $30.00 per canoe 

You can now use the overhead in calculating your total 
production costs. If you keep good records, you should have a 
good idea of v^a.t your overhead costs are. 



7. Have students identify those items listed on the flip chart (point 3) 
which would be considered overhead costt 



8. Ask the students to name items that could affect the production costs 
of a production plant. List itams on the flip chart and have students 
state how the items would affect the production cost. 

9. Read and discuss Section 3 of the Readings. 
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What Things Affect Production Costs? 

a. Factors That Affect Production Costs 

You should know what factors cause high production costs, 
and what you can do to lower production costs. 



Factor 


Production Costs Will 
Usually Be Higher If: 


Production Costs Will 
Usually Be lower If: 


(1) Materials 


- materials are poor 


- materials are good 




quality 


quality 




- lots of scrap is 


- little scrap is 




produced 


produced 




- material cost is high 


- material cost is low 
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C2) 


Labour 


- tvorkers are careless 
• and lazy 

- wage, rates are high 


- workers are care- 
ful and efficient 

- wage rates are 
low 


(3) 


Equip- 
ment 


- equipment is poorly 
maintained 

- wrong equipnent is 
used for the job • 


- equipnent is in 
good condition 

- correct equipment 
is used for the job 


C4) 


Layout 


- layout is awkward 


- layout gives smooth 
flow of v/ork 


(5) 


Product 
Design 


- product design is 
complex 


- product design is 
simple 


C6) 


Defective 
Products 


- many defective pro- 
ducts are produced 


- few defective pro- 
ducts are produced 


(7) 


Amount 

Produced 

(output) 


- small amount is 
produced 


- large amount is 
produced 



b. How Does Production Cost Change with Amount Pioduced? 

In point 7 on the list we said if a small number of units 
is produced then production costs per unit will be higher 
than if a large number of units is produced. 



To help explain how production costs change with the amount 
produced, we have to talk about Fixed Costs and Variable 
Costs. When you run a production plant, you will have 
both kinds of costs. 



10. Ask students to define fixed costs in their own words. 

11. Read and discuss Section 4 of Readings. 



4. Fixed Costs 

These are costs that you have no matter how many units of 
a product you produce. For example, you will have to pay heat, 
electricity, rent, taxes (on property), depreciation and your 
own salary no matter how much your plant produces. These costs 
are fixed. You have to pay them if you want to run the business. 
Most overhead expenses are fixed. We can show fixed costs on a 
graph as shown. 
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The canoe factory pays $300.00 per month in overhead, 



300 
$ 200 

100 



FIXED COSTS 



12 3 4 



5 6 7 



No . o£ canoes produced 



12. Using Projectual PROD7 - 1, "Co-ordinate Graph", illustrate fixed costs, 

13. Have students identify the items listed on flip chart (point 3) which 
would be considered fixed costs. 

Ask students to define variable costs in their own words. 

14. Read and discuss Section 5 o£ the Readings. 
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Variable Costs 



These are costs that vary with the amount that you produce. 
For example, labour and material costs are variable costs. 

I£ you do not produce any products then you will have no 
expenses for labour (wages) and materials . 

I£ you produce 5 canoes you will have to pay for labour 
and materials used to produce these canoes. The more units of 
a product you produce, the greater ,^^ill be your variable costs. 
We sho^^ variable costs on a graph as below. 




01 2 34 56 78 9 

iNUmber of canoes produced. 
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PRDD7-1 CO-ORDINATE GRAfH 



. SUBJECT 



CoOHDINATe ^ 



[tecnifaxJ * 

Porm No. 367 



• KCHINCE TEMPLATE* 



• TEClllll.V' TEMKATE* 



SERIAL KUMBER 

*3lV1dll3l 3DNIH33i« 



A ... 



TtCNIFAX FILEAILE TItAK'SPARENCY MOUNT 
7V4"«10" MASK—USI k^i'^Kll" FILM 



• TECH1N6E TEMriATE* 
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15. Using Projectxial PROD 7 - 1, "Co-ordianate Graph", illustrate 
variable costs ♦ 

I-iave students identify the items listed on flip chart (point 5) 
which ivould be considered variable costs. 

16. Read Section 6 of the Readings and discuss. 



6. Total Production Costs 

By adding fixed costs and variable costs together, you 
get the total cost of production. 



700 ^ 




/ IDTAL COST 


600 






500 
$ . 400 




VARIABLE COST 


/ 






300 
200 








FIXED COST 


100 











0123456789 
Number of units produced 



17. Using Projectual PR0D7 - 1, "Co-ordinate Graph", illustrate how 
total production cost is calculated. 

18. Ask students if it is trxie that an increase in production volume 
brings about a decrease in per unit cost, llave students defend 
their answer. 

19. Read Section 7 of the Readings and discuss. 
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.Increased Volmnc Decreases Per Unit Cost 



•You can now see that the larger the mealier of units you 
produce;, the lower will be your production costs per unit. ♦ 



rOTAL COST 




0 1 2 5 4 S 6 7 8 9 , ■ 

Ntmibcr of canoes produced 

a. If you .produce 2 canoes your total costs are $500.00, 
Therefore, your production cost per canoe is: 

$500,00 = .?250,00 per canoe 
2 canoes 

b. ff you produce 4 canoes your total costs are $700.00. 
Therefore, your production cost per canoe is: 

$700.00 = $175.00 per canoe • 
4 canoes 

'The more you can produce the better". Do you agree? 
Do you know^ why production costs per unit are lower the 
more you produce? The reason is that you have more units 
to attach the fixed costs to. See below. 

Suppose your costs for producing a canoe looked like this: 



Variable Costs 



Fixed Costs 



Labour 
Materials 



$48.00 per canoe 
52.00 per canoe 



$300.00 per month 



(1) If you produce 1 canoe a month you can figure your 
cost of the production per canoe as follow^s: 

Labour cost per canoe $ 48.00 

Material cost per canoe 52.00 
Fixed costs per canoe 500 .00 

Total cost per canoe $400.00 
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(2) 



I£ you produce 10 canoes per month you can figure 
your cost o£ production per canoe as follows: 



Labour cost per canoe $ 48.00 

Material cost per canoe 52.00 
Fixed costs per canoe 30.00 



Total cost per canoe 



$130.00 



You tan see that spreading the fixed costs out over more 
units means lower production costs per unit. 



20. Using Projectual PR0D7 - 1, **Co-ordinate Graph", illustrate how 
increased volume brings about a decrease in per unit cost, 

21. Read Section 8 of Readings and discuss. 



Production costs are material costs, direct labour costs, 
and overhead costs.. These three classes of costs are divided 
into fixed costs and variable costs. 

Fixed costs regain the same no matter how many units of the 
the product are produced. Overhead costs are fixed costs. 

Variable costs vary directly with the production volume. 
Material costs and direct labour costs are variable costs. 

Total production cost is found by adding the total 
variable costs to the total fixed costs. 

As volume increases, per unit cost generally decreases 
because fixed costs are shared by more units. 



Indicator 

22. Hand cut the Case PR0D7 - 1, 'TOiat Does It Cost To Make?" 

Read Case and have students complete and discuss the questions at 
the end of the case . 

Answers to questions: 



8 



Summary 
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1. Total Costs 





Moccasins 


Muklucks 


Other 


Total 


Variable Labour 




$4,650.00 


$13,700.00 


$1,829.00 


$20,179.00 


Material 




4,100.00 


3,677.00 


1,711.00 


9.488.00 


Fixed Overhead 




2,578.50 


5,825.50 


1,146.00' 


9,550.00 


Total 


$11,328.50 


$23,702.50 


$4,686.00 


$39,217.00 


Overhead Rate: 
Moccasins 
Mukluks 
Other 


11% 
I'll 
121 
lOQI 








2. Per Unit Costs 














Moccasins 


Mukluks 


Other 




No. o£ Unit Made 


3,100 


1,750 


3,325 




Variable Costs 
Fixed Costs 




$ -2 . 50 
.83 


$ 9.92 
3.32 


$ 1.06 
.34 




Per Unit Cost 




$ • 3.32 


$ 13 . 24 


% 1.40 
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SUBJECT PRODUCTION MANAGBVIEOT 



LESSON PR0D7 PRODUCTION COSTS 



CASE PR0D7 - 1 
^WHAT DOES IT COST TO MAICE-? 



Pine Bluff Handicraft Co-operative had been in business six months 
In view of their limited financial means, and for other reasons. 
Jack McLeod decided that they should produce only the quantity vAiich 
could be sold each month. Production would be based on the orders he 
was able to obtain, so that their resources wouldn't be tied up in 
inventories of finished products. 

Most of the time was spent getting the business started; Jack 
didn't pay much attention to the matter of records and bookkeeping 
details. Even though they were, producing and sending orders in 
accordance with the orders they received, no one was ever quite sure 
of how much money they made or lost each month. Jack soon realized 
that if they had figures as to exactly how much it was costing to 
operate the business, they would be in a better position to make 
decisions. 

At this point Jack gathered all his records together and began 
to calculate the total costs and the total revenues for the 
six month period. He reviewed the totals for each month and found 
that in son?e months they had made money and in other months they had 
lost money. Jack figured out the costs and results according to 
the type of product. made and sold. The products were moccasins, 
mukluks, headbands, lapel pins, and other small souvenirs. 
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MOCCASINS 







FEB. 


MAR. 


APR. j 


MAY 


JUNE 


Pairs oold 


inn 
zUU 


"znn 
oUU 


1 cn 


cnn 
bUu 


onn 

yuu 


Qcn 
ybu 


Sold ($4.00 

d. r dJ-T J 




7nn nn 

ipj-^uu • uu 


^ 1 nnn nn 

ift A. UU U • UU 


^7nnn nn 


^'¥inn nn 


ii'^nn nn 


Cost of 




''LQn nn 


"^Qi; nn 
J • uu 


f\^n nn 
0 ju • uu 


1 1 7n nn 

J. J. / u » uu 


17*^^ nn 

A. CiOD • UU 


Cost of 
Labour 


•!)UU • uu 


/I en r>r> 


'^71; nn 
•J / 0 • uu 


7 cn nn 
/ o.u • uu 


1 "^cin nn 
J-O ju • uu 


1A7C; nn 


•KXI TT/7 T rVC 
















JAN. 


FEB. 


MAR. 


APR. 


MAY 


JUNE 


Pairs bo la 


/inn 

4UU 




o/b 


9 nn 
ZUU 


1 7 C 

1 / b 


9 9 Q 


Sold ($15.00 
a Pair) 


<tAnnn nn 
$ OUUU . UU 


(tcA?!; nn 


(tcAoir no 


(t^nnn nn 
i!p OUUU • UU 




^'^'^7c; nn 
t|> 30 / J . uu 


Cost of 
MaLeriai 


QAn nn 
o^u . uu 


7ftft nn 
/ 00 • uu 


7Jift nn 

/ 00 • uu 


d?n nn 

*+ /ju • uu 


•^AQ nn 

•juo • uu 


d?*^ nn 

/ «j • uu 


Cost of 

J-idUULil 


^•zAn nn 


■^1 ^n nn 


■^1 ^n nn 


i68n nn 


1470 nn 


1890 00 


OTHERS 
















JAN. 




MAR. 


APR. 


MAY 


JUNE 


Items Sold 


700 


650 


425 


375 


500 


675 


Sold ($1.50 
per item) 


$1050.00 


$ 975.00 


$ 638.00 


$ 563.00 


$ 750.00 


$1013.00 


Cost of 
Material 


350.00 


325.00 


212.00 


187.00 


250.00 


387.00 


Cost of 
Labour 


385.00 


358.00 


234.00 


206.00 


275.00 


371.00 
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There were other costs that could not be directly related to any 
one item. Jack totalled these costs for the period, llie results are 
shouTi below. 





JAN. 


FEB. 






1 


APR. 




MAY 




JUNE 


Salaries for 












i 














Staff 


750 


.00 


750 


00 ! 


750. 


ooj 


750. 


00 • 


750 


00 


750. 


00 


Salary - 
















) 
1 










J. McLeod 


375 


00 


375 


00 i 


375. 


ooj 


375. 


00 


375 


00 ^ 


375. 


00 


Depreciation 


- ' 75 


00 


75 


00' 


. 75. 


00 ! 


75. 


00 


75 


00 i 


75. 


00 


Loan Payment 


100 


00 


100 


00 i 


100. 


00 


100. 


00 


100 


00 i 


100. 


00 


Taxes , licences 


5 


00 


5. 


00 i 


5. 


00 


5. 


00 


5 


00 i 


5. 


00 


Travel 


50 


00 


150 


00 i 


75. 


00 


125. 


00 


50 


00 1 


50. 


00 


Heat^ light 


























and water 


35 


00 


35 


00 1 


35. 


00 


35. 


00 


35 


00 ' 


■ 35. 


00 


Insurance 


25 


00 


25 


00 ' 


25. 


00 


25. 


00 


25 


00 


25. 


00 


Other 


125 


.00 


' 205 


00 


100. 


00 


175. 


00 


160 


00 


95. 


00 


TOTAL 


$1540 


.00 


'$1720 


00 ,$ 


1540. 


00 $ 


1665. 


00 


$1575 


.00 ;$i5io. 


00 



Jack decided to divide these other costs among the three products 
on the basis o£ the percentage each product contributed to total in- 
come over the six month period. By doing this he would get a clear pic- 
ture o£ how much it cost to make and sell each product. 



Questions for Discussion 

1. What were the total costs for each of the three products carried 
for the six month period? 

2. What was the per unit cost for each of the three products for 
the six month period? 
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SUBJliCT PRODUCTION MANAGIiMBNT 



LESSON imOD8 BI^AK-EVHN ANALYSIS 



INSTRUCTOR'S GUIDE 



OVIlRVIEW 

l\vo of the major functions of management are planning and controlling, 
lliere ar^ many techniques available !:or management to use in performing 
these two functions. One of the most useful is break-even analysis. 

The main objective of break-even analysis iz to determine how 
many units of product a plant will have to produce rjid sell in order 
to break-even, which is the point where there is nc profit or loss 

all costs of production are covered by the revenues earned by sales. 

Break -even analysis is used as a planning tool; by determining 
the costs of production of present production methods or of possible 
clianges in production methods, management is able to determine what 
volume cf production it must produce in order to meet the costs involved. 
Management is also able to plan changes and their accompanying costs, 
and then evaluate how the planned chajiges will affect the plant's 
profitability. Changes which could La evaluated are: 

1. Volume sold 

2. Labour costs 

3. Material usage and material costs 

4. Fixed costs 

a. new equipment 

b. additional staff 

c. additional production facilities 

5. Selling price. 
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Brerik-evea analysis is used as a control device: management is 
able to determine whether or not present production methods are 
producing enough units to allow the plant. to break-even. Management 
is also able to gauge at what minimum levels it can afford to operate 
and still cover all production costs. 

The lesson sliows the student how to algebraicallx determine tlie 
break-even point using production costs. The formula used is: 

break-even . _ fijxgd CQ$t5 ^ 

selling price - varic:ble cost 

per unit per U3>it 

y _ F X = brec^-k-even point 

P ^ - V F = total fixed costs 

P = selling price per unit 
V - variable cost per unit 

After algel. ^aically determining the break-even point, the student 
is shown how to plot and use break-even charts. 

The case used in this lesson requires that the student determine 
various break-even points in order to evaluate present production 
methods, and to plan and evaluate contrmplated changes in production 
methods and facilities. He is asked to recommend which, if any, of 
the planned changes the plant should put into affect in order to 
better its profit picture. In order to back up his recommendations, 
the student will be required no have a good knowledge of the material 
in the Production Management subject area to date. 

This lesson and the previous lesson on Production Costs lead 
directly to the next Production Management lesson in Planning and 
Scheduling Production. In order to effectively plan and schedule, a 
plant manager must be aware of his production costs and at what level 
he must- produce in order to break-even. 

OBJECTIVE 

Using given information, the student will calculate the break-even 
point for various ^alternative production plans., and plot break-even 
charts to aid in evaluating these production plans. 

REFERENCE MATERIAL FOR THE INSTRUCTOR 

1. Fleck, J.S. "Figuring and Using Break-Even Points", Management 
Aids for Small Business, Annual No. 2. Washington, D.C.: Small 
Business Administration,' 1956, pp. 49-56. 
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RESOURCES REQUIRED 

1. Case PR0D7-1, 'What Does it Cost to Make" 

2. Case PRDD8-1, ^'Break-Even Production" 

3; Projectual PR0D7-1, "Co-ordinate Graph". 
4. Graph paper. 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and the 
Introduction. 



PURPOSE 

In this lesson you will be shov/n how to calculate and use 
break-even analysis as a decision-making technique. 



INTRODUCTION 

In managing a production business, you will be faced with 
questions like the following. 

1. How much o£ the product must you sell in order to cover 
your present production costs? 

2. What will happen i£ you change equipment? 

3. What will happen i£ you hire more employees? 
.4. What type o£ machinery should you use? 



OBJECTIVE: USING GIVEN INFORMATION, THE STUDENT WILL CALCULATE THE 

BREAK-EVEN FcINT FOR VARIOUS ALTERNATIVE PRODUCTION PLANS 
AND PLOT BREAK -EVEN CHARTS TO AID IN EVALUATIInG THESE 
PRODUCTION PLANS. 



Stimulus 

2. Write the words "Break-even Analysis" on the £lip chart* Ask the 
students to de£ine this term in their own words. Add the defini- 
tions to the £lip chart. 
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Clarify P r oblem 

3. Have the students clarify their definitions. If no definitions 
were volunteered, ask the students what they think the words 
'^break-even'' and "analysis" mean. After receiving some meanings 
for these words, the instructor should rephrase these meanings 
to come up with a definition of break-even analysis. One 
definition could be: breyJc-even analysis is analysis of a business 
to determine that point where the costs of production are equal 
to the total revenues received from sales of the units produced. 



Provide Information 

4. Read section 1 of the Readings. 



CONTENT 

1. What is Break -even Analysis? 

As the name implies, the main objective of break-even 
analysis""is to determine how many units of product a plant 
will have to produce and sell in order to break-even. When 
we say break-even, we mean that there is no profit and no 
loss. (Revenues equal costs). 

Therefore, break-even analysis means finding out how many 
units have to be produced and sold so that there is no 
profit and no loss . This is important because this is the 
minimum amount of production and sales at \^^^ich you can 
cover your costs of production. 



Compare the definition on flip chart with the one stated in 
Section 1. 

5. Ask the students how they would calculate the break-even point. 
If necessary give somf? figures they could use. 



Selling price $ 10.00 per unit. 
Fixed cost $100.00 
Variable cost $ 5,00 per unit. 



Answer : 



Break-even point 



$100.00 



= 20 units. 



$10.00 - $5.00 



6. 



Read section 2 of the Readings. Discuss and clarjfy. 
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2 . The Break -even Point 

The * 'break- even point'* is defined as the level o£ sales 
at \vhich the total profit and loss is zero. I£ costs are 
considered to consist only o£ a fixed cost which does not 
vary with the level of production and of a constant cost for 
production of each unit, usually called variable cost, the 
total cost of production may be expressed as: 

Total Production Cost = Fixed Cost + (Variable Cost x 

Number of Lhits 
Produced . ) ' 

Profit is defined as total revenue minus total production 
cost where total revenue is sales price per vnit multiplied 
by the number of units sold. 

Since the break-even point is where profit and loss is zero, 
the break-even point is that level of production and sales 
where total revenues equals total production cost. 

Total Revenues = Total Production Cost 

or 

Sales Price per lAiit x Number of Uhits Sold = Fixed Cost 
+ (Variable Cost x Number of Uhits Produced.) 

Letting F be the fixed cost, V the variable cost, P the sales 
price per unit and x the number of units produced and sold, 
the break-even point is: 



^ P"^ 



Break -even Point = Fixed Costs 

Selling Price ^ Variable Cost 
per Unit per L&iit 



X = F 
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Let's use an exajnple to see i£ this really works. 
Example 

Suppose you were the manager o£ a canoe factory and 
wanted to find out how many canoes you had to produce 
and sell if you wanted to break even. 

Your costs of production are as follows : 

Material for 1 Canoe 

boards $40.00 

canvas 6 . 00 

screws 2.00 

glue 2.00 

paint 2.00 

Total material cost $ 52.00 

Labour for 1 Canoe 

24 hrs. X $2.00 per hr. = 48.00 

Overhead for the Month = 300.00 

Selling Price for 1 Canoe = . 150.00 

Thus: F = $300.00 

V = $52.00 + $48.00 = $100.00/canoe 

P = $150-.00/canoe 

X = is the break-even point 

X = F 



P - V 



X = $300.00 

$150.00 - $100.00 



V = 



$300.00 
$50.00 



X = 6 canoes 

Therefore, to break-even you must produce 6 canoes. 



7. Show Projectual PR0D7-1, ''Co-ordinate Graph", and explain its usage 
in plotting information. 
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8. Read section 5, part a. and part b.Cl). 



5. The Break -even Chart 

a. M:iny times a chart will be used to show ho\\ production 
and sales will affect your profit picture. This chart 
is calJed a ''break -even chart". A chart for the 
previous example would look like the folluwini^: 




01234567 89 10 11 



No, of canoes produced and sold 

b. Plotting the Break-even Qiart 

Units of voluJie are plotted^on the horizontal scale, dollars 
of sales or cost on the vertical scale. 

(1) The Total Revenue Line (Sales Line) 

(a) The total revenue or sales line begins at the 
origin, because if you do not sell any of the 
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product you do not have any revenue. 

(b) To plot the next point, simply go along the 
horizontal scale to the number o£ units 
sold; then go up from this number to a 
point directly across from the amount of 
revenue received from selling that number 
of units. 

(c) Draw a straight line connecting the origin 
and the point found above. 

For example, we were given that 1 canoe sold for 
$150.00. Therefore, if you sold ^ canoes you 
would receive 5 x $150.00 = $750.00. If ycu sold 
6 canoes you would receive 6 x $150.00 = $900.00. 
If you sold zero canoes you would receive $0.01). 
After joining the points you would have a graph 
like the following: 



1200- 



Re venues 




01234567 8 9 10 11 



No. of Canoes Sold 
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9. Show how the graph in section 3, part b. (1) is drawn. Show 
how graph of revenue line for the example in point 5. above is 




No. of Uhits Sold 



10. State that the next item that mist be calculated is the total 
production costs. Ask how this is done and how it is charted. 
(This was covered in PR0D7, "Production Costs"). Have one of 
the students illustrate, using the information from the example 
in point 5. 

If no one can illustrate, pix)ceed to Readings Section 3, part 
b. (2). 

If a student illustrates how the total production cost line is 
drawn, discuss, then proceed to Readings Section 3, part b. (2). 



11. Read Section 3, part b. (2) and discuss. 



(2) The Total Production Cost Line 

In the example (given at the beginning of the 
lesson), your fixed cost will always be $300.00 
no matter how many canoes you produce. Your vari- 
able cost will be $100.00 per canoe. From this 
information you can plot your total production 
cost line. This line shows the total cost 
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(variable plus fixed) for producing any number 
of canoes. 

For ex^unple, suppose you produced 6 c^uioes. 
Your fixed cost would be $300. OU. Your variable 
cost would be 6 x $100.00 = $600.00. Your total 
production costs would therefoi^e be $900.00. 




::i'iox 



012345678^9 10 11 



No. of Canoes Produced 



Illustrate tiie drawing of the total production cost line by drawing 
the line for the example in the Readings on the Projectual PR0D7-1, 
"Co-ordinate Graph". 

12. Illustrate further by drawing total production cost line for 
example in point 5. 
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$ 

Revenue 



225 
200 
17F 
ISO 
125 
100 
75 
50 
25 
0 









-Vbreak-eyen poiwr 


TOTAL / 




- PRODUCTION/ 




COST — 






{ 

1 VARIABLE COST 




1 FIXED COST 







10 15 20 25 30 35 
No. o£ Units Sold 



40 



Ask how the break- even point would be found. The total revenue 
line and the total production cost line would be drawn on the 
same chart;, the break -even point is v>diere the two lines intersect. 

Have one o£ the students illustrate this by using the data from' 
the example in the Readings. 



13. Read Section 3, part b. (3). 



(3) Put the. total revenue line and the total 
production cost line on the same chart. 
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0 1 2 3 4 5 6 7 8 9 10 11- 
No. of Canoes Produced and Sold 



14. Illustrate further by drawing break-even chart for example in 
point 5. 

225 

200 

.175 

150 

o ^ 125 
Revenue 

■ . 100 
75 
50 
25 
0 

5 10 15 20 25 30 35 40 
No. of Units Sold 
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Ask how these break- even charts are read. 

a. Break-even point. Readings exainple: 6 canoes 

Instructor's Guide example: 20 ^jnits 

b. Production and sales below break-even point results in 
losses. 

c. Production and sales above break-even point results in 
profits. 



15. Read Section 3, part c. 



c. Reading the Break-even Chart 

(1) The point where the total revenue line and the • 
total production cost line cross each other is 
the break-even point. At this point you can see 
that the total revenues equal the total production 
costs. 

(2) I£ you produce and sell less units than the 
number required to break-even, you will take a 
loss. You can easily see that any number o£ 
sales less than the break-even number will result 
in total production costs being higher than total 
revenues. 

(a) I£ you did not produce any canoes , you 

would not bring iji any revenue, but since 
your fixed cost would be $300.00, you 
would suffer a $300.00 loss. 

^ (b) If you produced 1 canoe you would bring in 
$150.00 revenue, but your total production 
costs would be $300.00 (fixed costs] + $100.00 
(variable costs) = $400.00; so you would 
suffer a $400.00 - $150.00 = $250.00 loss. 

(c) As you produce more units, your losses would 
* . become progressively smaller until you 
reached the break- even point (which is 6 
canoes) where your loss would be zero. 

The loss is shown by the shaded area on the chart. 

(3) If you produce and sell more units than the 
required break-even, you will make a profit. You 
can easily see that any number of sales above the 
break-even number will result in total revenues 
being higher than total production costs. 
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(a) When you produce 6 canoes your profit will 
be zero because your total revenue will be 
$150.00 X 6 = $900.00 and your total costs 
will be $300.00 (fixed costs) + $600.00 
(variable costs) = $900.00. 

(b) When you produce 7 canoes your tota' revenue 
will be $150.00 x 7 = $1,050 and your votal 
cost will be $300.00 f fixed costs) + $700.00 
(variable costs) = $1,000.00, so your profit 
will be $50.00. 

(c) As you produce more canoes, your profit will 
become progressively larger. 

The profit is shown by the shaded area on the chart. 



16. Ask the students how break-even analysis can be used in business 
operations and management. List answers on flip chart and discuss. 

17, Read Section 4. of the Readings and discuss. 



4. Using Break-even Analysis 

Break-even analysis is very useful to the businessman. 
By using it he can see how changes he is planning will effect 
his profit picture. 

granges That Affect Break-even Points and/or Profits 
. a. Change in: Volume Sold 

(1) This has a direct affect on prctits: 

(a) If more is sold, more profits are made 

(b) If less is sold, less profit is made 
Break-even point does not change. 

b, . Change in Labour Costs 

(1) If labour costs increase, the break-even point 
increases and profits decrease. 

(2) If labour costs decrease, the break-even point 
decreases and profits increase. 
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c. Change in Material Costs or Material Usage 

(1) If material costs increase, the break-even point 
increases and profits decrease. • 

(2) If material costs decrease, the break-even point 
decreases and profits increase. 

(3) If you use more material, the break-even point 
increases and profits decrease. 

(4) If you use less material, the break-even point 
decreases and profits increase. 

d. Change in Fixed Costs 

(1) If you increase fixed costs, the break-even point 
increases and profits decrease. 

(2) If you decrease fixed costs, the break-even point 
decreases and profits increase. 

e. Change in Selling Price 

(1) If you increase selling price, the break-even point 
decreases and the profits increase. 

(2) If you decrease selling price, the break-even point 
increases and the profits decrease . 



18. Using the projectual PR0D7-1, "Co-ordinate Graph", illustrate the 
points contained in Section 4 of Readings. . 



19. Read Section 5 of Readings. 



5. Summary 

Break-even analysis provides important information for 
production businesses. It is well to realize that the break- 
even point is not exact because of the difficulty of collect- 
ing exact data on fixed and variable costs as well as the 
fact that day-to-day managerial decisions are constantly 
changing the break-even point. Even so, break-even analysis 
is important because it will show you the probable result of 
. your decisions and will also allow you to evaluate various 
alternative solutions to your business problems. 



ERIC 
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Ind icator 



20. Hand out Case PR0D8-1. Information for this case is also con- 
tained in Case PR0D7-1. Read the case and then instruct the 
students to answer the questions at the end of the case. Discuss 
questions and answers. 



AjKSwers to Questions 
1. Break -even: 



Ntukluks: 

Moccasins: 

Other: 



1 ,316 pairs 
2,070 pairs 
2,480 units 



Break-even: 



Mukluks: 
Moccasins : 
Other: 



1,013 pairs 
1,314 pairs 
1,283 units 
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SUBJECT PRODUCTION NlANAGEMEiYT 



LESSCN PRODS BREAK-EVEN ANALYSIS 



CASE- PRODS - 1 
BREAK- EVEN. PRODUCTICW 



Jack ^fcLeod had just calculated the costs o£ production for each 
of the three types, of products the Pine Bluff Handicrafts Co-operative 
made and sold (Case PRDD7) . He now wanted to find out how muclv of each 
product he would have to sell in order to break-even if they continued 
to sell the products at the sajne price. He also wanted to see what 
sales voliime he would need if he raised the price on the items as fol- 
lows : 

1. Mukluks by 15% 

2. Moccasins by 25% 

3. ■ Other by 33 1/3% 

If he raised the pieces by these amounts he knew that he would need 
better quality materials so he expected material costs to rise by 10%. 
He also expected the labour costs for conpleting the kits to rise by 51. 



. Quastions for Discussion 



1. Miat is the break-even volume for each product under the present 
costs and selling price? 

Calculate the volvnnes, then plot the information on graphs. 

2. What is the break -even volume for each product if Jack were to use 
the new prices and their acconpanying costs. 

Determine the break-even sales volume for each item by losing a 
break-even chart. 
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MARKETING 



LESSON MKTS 



SETTING PRICES 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The students have discussed pricing briefly in previous lessons; 
this lesson considers in more detail the mechanics o£ setting prices. 

Some students o£ Indian ancestry inay perhaps feel that prices 
should be set low to help their people. These students should be 
cautioned that i£ they take on the job o£ providing welfare, they will 
not be in business very long. A businessman renders a service to the 
community and in so doing, is entitled to a profit which must cover 
all expenses, payments, a living wage, an allowance for depreciation 
as well as a reserve for uncertainty. A business which is weak and 
shaky is in a poor position to be of real service to a community. 



OBJECTIVES 

1. The students will learn the different meanings which the term 
'price* has for a buyer and a seller. 

2. The students will learn the four factors commonly used as 
guides in setting prices. 

3. Given the wholesale or production cost of goods and a desired 
percentage gross profit on sales, the students will calculate 
the selling price. 

4. The students will know the meaning of the term 'shrinkage' and 
how it can be reduced. 



ERIC 
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REFERENCE MATERIAL FOR INSTRUCTOR 

1. Steininetz, Lawrence et al. Managing t he Small Business . 

Georgetown, Ontario: Invln-Dorsey Ltd., 1968, ch. 23. 

2. Kelley, Pearce r.. et al. How to Organize and Operate a Small 

B usiness . i;jiglewood Cliffs, New Jersey: Prentice-Hall, Inc., 
1968, ch. 7. 

3. Ri chert, G. H. et al. Retailing Principles and Practices . Toronto 

McGraw-Hill Company o£ Canada Ltd. , 1968, Unit 13. 



RESOURCES REQUIRED . 

1. Case MKT8-1, "Louis' Rifle" 

2. Projectual FAB9-4, "Standard Form of a Profit and Loss Statement" 

3. Profit calculator, obtainable from a wholesaler. The profit 
calculator consists of two rotating discs which provide a 
method of finding retail price for various percentages of profit 
based on either retail or cost. 

4. Filmstrip, "Get On the Ball, Stop Shrijikage" 

5. Film, "Shoplifting" 

6. Flip chart. 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction. 



P URPOSE 

The purpose of this lesson is to show you the different 
meanings of price, some of the basic ways of setting prices, and 
how to do the actual pricing of the goods you will be selling to 
your customers. 
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INTRODUCTION 

Many smll businessinen get into trouble because they are not 
aware that the selling price of any item is made up of three parts; 
merchandise or supply costs , operating expenses , and a planned pro- 
fit, Set"t!:ing the selling price of your goods or sein/ices is a 
very important part of your job as manager. Hcfw csa you be sure 
that the prices you set are fair to customers and at the same time 
give you a reasonable profit? Tbis lesson examines some of the 
factors involved in answering this question. 



OBJECTIVE: THE STUDENTS WILL LEARN THE DIFFERENT MEANINGS WHICH IHE 
TERM 'PRICE' HAS FOR A BUYER AND A SELLER. 



Stimulus 

2. Hand out Case MKT8-1, Louis' Rifle*', and go over with the group. 



Clarify Problem 

3. Discuss the case, eirphasizing the meanir^g of price to the ciostomer 
and to the seller. Discuss the questions at the end of the case. 

Possible answers tc the case questions: 

a. Price to Louis means the value of the rifle to him. If he 
did not already have a rifle, he mi^t value the new one 
higjier tlian $90.00. 

b. Price to Jack Nolan means the amounv of mcney he needs to 
cover the cost prict of the rifle, hrls operating e^q^enses and 
a reasonable profit for himself. If he sells the rifle to 
Louis for less than $120.00, his desixed profit figure will 
go down. 

c. If the piice is too hi^. Jack Nolan will probably have diffi- 
culty selling it, and he may have to 'mark down^ the price. 



Provide Information^ 

4. Read and discuss Section 1 of the Readings. 
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CONTENT 



Miat Does Price I^an? 

Price nieans the Walue' o£ the product or service \^^lich 
is offered for sale. This value is most often expressed in 
dollars and cents. 

Price does not have exactly tlie same msan'.ig to your 
customers as it does to you. 



To Your Customers 

a. dollars and cents 

b. the ''value*' of the 
article 

c. the amount of work 
he must do to pay 
the price of tlie 
article 

d. tlie otlier tilings 
he must "give up" 
ia order to buy 
tliis article 



To You (Manager) 

a. dollars and cents 

b. money to pay the supplier 
for the article sold 

c. money for the business 
operating expenses e.g., 
heat, li^ts 

d. money to provide yourself 
a reasonable income (v^/ilich 
comes out of the profit) 



Indicator 



5. Group discussion. 



OBJECTIVE 2: IHE STUDENTS WILL LEARN IHE FOUR FACTORS COMMONLY USED AS 
GUIDES IN SETTING PRICES. 

Stimulus 

1. Ask tlie studjsnts: "If you were Jack Nolan, the store Qwier, how 
would you be sure that $120.00 was a fair price for the rifle?" 



Clarify Problem 

2. Discuss the question and have one of the students list the groups* 
suggesticns on (rhe flip chart. Encourage the group to suggest a 
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reasonable cost price for the rifle aiid tlien list tlie various costs 
tliey tiiiiik should be considered in arriving at a fair retail price. 

Pro\rLcle Information 

5. tead and discuss Section 2 of the Readings. 



2 . Different Ways To Set Prices 

Finding the best price is not easy. Your price should 
neitiier be too higji nor too low. 

Ihe following are factors you sliould consider when set- 
ting your prices. 

a. Cost of Goods 

(Ij The purchase cost of good s refers to the price a 
retail store would pay to a manufacturer or sup- 
plier for goods for resale to its custoirers. You 
must set a price higji enougji so tJiat you can get 
back tlie money you iiaA/e paid out for tlie goods, 
plus your storeys operating expenses, and a reason- 
able profit. 

PRICE - PURQIASE + OPEIUTING EXPENSES + PROFIT 

(2) 'I]\e production cost of goods refers to tlie costs of 
labour, supplies and otlier tilings tliat are used to 
make a product. You should always set your selling 
price hitler than your production- costs because you 
need to draw a profit. 

SELLING PRICE = PRODUCTION COSTS + PROFIT 

(Yor have learned how to calculate these production 
costs in the previous Produc':ion Manageinent lesson.) 

b. Suppliers Suggested Retail Price 

" Many suppliers suggest tlie price at v/hicli tliey ,feel tlicir 
goods slioyld be sold. Many businessmen use tiiis "sug- 
gested price" as a guide when setting their retail prices 
becaase tliey feel that the supplier has more Icnowledgo 
of what people are willing to pay for tlie goods. 
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c. Competitor's Prices 

Most businessmen watch their competitors to see what 
prices they charge for similar goods or services. It is 
usually very difficult to sell goods at a higher price 
than your competition unless you offer a special service 
to your customers. 

d. Market Demand 

Some businessmen set cheir price as high as their 
customers will pay. This can usually only be done in 
the Cvase of a new product or service that is in short 
supply and where there is a strong market r.::;ma nd for it. 



4. Suggest that the students conpare prices in several local businesses 
as an exercise. Ask them to look f<^r differences in prices of 
similar . items between stores and to try to explain why any 
differences exist. 



Indicator 

5. Ask the students to explain in their own words each of the four 
factors which may be used to set prices, and to explain when each 
factor might be used as a guide. 



OBJECTIVE 3: GIVEI^ THE WHOLESALE OR PRODUCTION COST OF GOODS AND THE 
DESIRED PERCENTAGE GROSS PROFIT ON SALES, THE STUDENTS 
WILL CALCULATE THE SELLING PRICE. 



Sr.imuliis 

1. Show Projectual FAB9-4, * 'Standard Form Of a Profit and Loss 
Statement**. 



Clarify Problem -: 

2. Discuss the projectual. Ask the students to explain, in their 

own words, the meaning of the terns in the Profit and Loss State- 
ment (left side of projectual) ^nd where possible give examples. 



Provide Information 

3. Read and discuss Section 3 of the Readings. 
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3. Pricigg for Resale 



In order to determine a reasonable selling price for 
your goods or services you have to consider the following 
things: 

a. Actu a l Cost of Goods 

The ^ost of goods" is the first basic factor to consid- 
er vdien establishing a. selling price on an article. Ihis 
includes any cost involved to get the article to the 
store e.g., frei^it. 

CDST OF GOODS SOLD = PURCHASE COST + FREIGHT 

b. Operating Expenses 

Inis refers to the costs of operating a business. It 
includes such costs as rent, heat, ligjit, wages, insur- 
ance , and advertising e:q)enses . • 

For exajTiple: If an article costs you 60 cents from the 
sijpplier, and an amomt of 35 cents per article is needed 
to pay your operating e:?^nses, tlien a retail price of 
95 cents must be set so that you can break even. You 
would have to sell it for more than 95 cents if you 
wanted to make a profit. 

c. Profit 

When establishing a selling price, a reasonable ainour.t of 
mcffiey is added to the cost of goods and the amount needed 
to pay the operating expenses . From the exauple given in 
b you may decide that 5 cents is a reasonable profit. 
.Then your retail, price will be 95 cents + 5 cents = 
$1,00 per article. 



4. Gi-e the students the following problems (write the informatiai on 
• the flip chart): 

a. Find the retail price in each of the following: 

Cost pf Goods- Operating E:)q)enses Desired Profit Retail Price. 



$ 360.00 $180.00 $ 66.00 

1,500.00 450.00 133.00 

650.00 300.00 112.00 

2 , 300.00 900.00 22.00 

1,800.00 600.00 28.00 
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b. Wliat is tlie profit or loss in each o£ tlie following: 



Retail Cost of Operating 

Price Goods Expenses Profit Loss ' 



$2.00 ■ $1.74 $0.36 

0.87 0.62 0.11 

6.99 3.80 2.19 

0.69 0.46 . 0.28 

0.37 0.24 0.03 



5. Read and discuss Sections 4 and 5 of the Readings. Provide students 
with additional examples and exercises, if required. 



4. Wliat is ^Tvlarkup'^ ? 

^'Markup'* is the ajnount of money that is added to the cost 
of goods when setting a selling price. The markup on an 
article should include enoug^i money to cover your operating 
expenses plus the desired amomt of profit. The pricing 
formula is: 

RETAIL PRICE = COST OF GOODS ' + MARKUP 

For exaople: If the cost of goods is 60 cents and the re- 
quired markup is 40 cents, what is the retail price? 

SELLING PRICE = COST + MARICUP 

$.60 + .40 = $1.00. Retail price is $1,00 

a. Markt^ Expressed as a Per Cent 

A retail price is determined by adding enou^ money to 
the cost of goods 'to cover operating expenses and profit. 
The term 'markup' is used to describe wlaatever money is 
added to the cost of gpdds to get a retail price. 

Once you have fomd the markup in dollars and cents, you 
can calculate the markup in per cent. You can use this 
' markup per cent to help you set your selling price. 

There are two ways to find the markup per cent on mer- . 
diandise. 

(1) Markup Percentage Based on Cost of Goods 

In the example where the cost of goods was 60 cents 
and the markup was 40 cents, the markup figure could 
be eixpressed as 66 2/5% of the cost of goods . 
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Retail Price = Cost + Markup 
.60 + ,40 = $1.00 

Markiip as a pex cent of cost o£ goods 

= Dol lar markap 
jDoIlar cost 

- .40 X 100 

66 2/3 I 



Markty Percentage Based on the Retail Price 
In the exajiple above where the cost of goods was 60 cents 
and the markup was 40 cents , the markup figure could be 
expressed as 40^ of the retail price . 

Retail price = Cost + Markiqp 

$.60 + .40 = $1.00 

Markup as a percentage of retail price = Dollar markup 

Do31ar retail price 

= .40 X 100 

= 40% 



You will see by these exaiiples that the markup percent- 
age based on cost is much higher (66 2/3%) than the mark- 
up percentage based on retail price (40%) . If you base 
your markup percentage on cost of goods it is very im- 
portant that you understand why your percentage of gross 
profit on your Profit and Loss Statement will be lower. 

The following ''Markip Table" shows how various markup 
' per cents would be expressed. It will help you to price 
,'your goods so that you will have the gross profit you 
• need to cover operating e5q)enses as well as a reasonable 
jiet profit for yourself. 
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Markijp as a % 
of Retail Price 


Markip as a % 
of Cost 


Maricup as a ?i 
of Rstail Price 


Markup as a 
% of Cost 


10. 0"^ 


11.11 


33.3 


50.0 


15.0 


17.7 


34.0 


51.5 


20.0 


25.0 


35.0 


53.9 


21.0 


26.6 


35.5 


55.0 


22.0 


28.2 


36.0 


56.3 


22.5 . 


29.0 


37.0 


58.8 


23.0 


29.9 


37.5 


60.0 


23.1 


30.0 


38.0 


- 61.3 


24.0 


31.6 


39.0 


64.0 


25.0 


33.3 


39.5 


65.5 


26.0 


35.0 


40.0 


66.6 


27.0 


37.0 


41.0 


70 .0 


27.3 


37.5 


42.0 


72.4 


28.0 


39.0 


42.8 


75.0 


28.5 


40.0 


44.4 


80.0 ■ 


29.0 


40.9 


46.1 


85.0 


30.0 


42.9 


47.5 


90.0 


31.0 


4'^.0 


48.7 


95.0. 


32.0 


47.1 


50.0 


100.00 



5 . How to Use the Marki:^ Table 

a. Problem 1 

If shirts cost you $3.00 /each and you want a gross pro- 
fit of 33.31 oa sales; what would your selling price be? 

■ Soluticai , 

(1) You know the cost of goods is $3.00 

(2) Find the required gross profit figure (33.3%) in 
the left hand colum of the table under MARKUP AS 
PER CENT OF RETAIL PRICE. 

.. '■ (3) Find tlie corresponding figure opposite 33.3% in the 
ri^t hand colum of the table uider MARKUP AS PER 
CENT OF COST. (50%) 

(4) Multiply the cost of goods ($3.00) by the corres- 
, ponding figure (50%) to get the dollar and cent 
markup on cost. $300 x 50 = $1.50 
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C5) Add the markup on cost result C$l«50) to the cost o£ 
goods C$3.00) to ge/ the sellijig price. 
$1.50 + $3.00 = $4. 50, (selling price) 

The Effect of Markup on the Profit and Loss Statement 
Suppose you sold 100 shirts during the year, then your 
Profit and Loss Statement would look like this: 

Sales (100 shirts x $4.50) $450*00 
Less: Cost of Goods 

(100 shirts x $3.00 ) 300 . 00 

Gross Profit $150.00 



Gross Profit as per cent of sales = Gross Profit x 100% 

Sales 

- $150.00 X lOO^o 
450.00 



= 33.3^ 

This (33.3%) is the same as the gross profit figure on 
sales: you wanted earlier. This exaiT5)le shows that a 
50% marki^) on cost of goods results in a 33.3% gross pro- 
fit figure on your Profit and Loss Statement. This is 
because gross profit is calculated as a percentage :>£ 
the retail price . 

Problem 2 

ir it costs you $150.00 to make a canoe and you want a 
gross profit of 40% on sales, ^^4iat would your selling 
price be? 

Solutipgi 

(1) You know the cost of producing the canoe is $150.00 

(2) Find the required gross profit figure (40%) in the 
left hand column of the table mder MARKUP AS PER 
CENT OF RETAIL PRICE. 

(3) Find the corresponding figure opposite (40%) in the 
ri^t hand colum of the table mder MARKUP AS PER 
CENT OF COST, (66.6%) 

(4) Multiply the cost of goods ($150.00) by the corresr 
ponding figure (66.6^) to get the dollar arid cent 
markup" cn cost. $150.00 x 66.6 = $99.90 

TDir 
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(5) Adrt the marki:?) on cost (99.90) to the cost of pio- 
ducing the goods ($150.00) to get the selling .price. 
$99.90 + ilSO.OO = $249.90 

The Effect of Marki:^ on the Profit and Loss Stateine at 
iii^jpose you sold lUU canoes during the year. Your "Pro- 
fit and Loss Statement would look like this : 

Sales (100 canoes x $249.90) $24,990.00 
Less: Cost of Production 

(100 canoes x $150.00) 15,000.00 . 

Gross Profit $ 9,990.0'! 

Gross Profit as a per cent of sales - Gross Profit x 100% 

Sales 

= $9^990.00 X 100% 

~$?A,mM — 

= 40% 

This is the gross profit figure you wanted to get on your 
Profit and Loss Statement. 

This exaji5)le shows that a 66.6% markup on the cost of 
producing a canoe will result in a 40% profit figure on 
your Profit and Loss Statement. 



6. Present the following problems on per cent marki^) to tiie students? 

a. If a loaf of bread costs you 25 cents, add you want a gross 
profit of 25%. \^dlat would your retail price be? 

b. If it costs you $30.00 to irake a moosehide jacket and you 
want a 50% profit cn sales, how much would you sell the jacJcet 
for? 

c. If it costs you $75.00 for a rifle and you sell it at a retail 
price of $100.00, vfoat would your gross prefit be? 

7. Give students the profit calculator and shew them how they cari. save 
time in calculating the retail price of merchandise. Give the 
students the following exercises to solve with the profit calculator. 

a. It costs you $15.00 for labour, $5.00 for materials and $5.v10 
for e3q)enses to make a pair of snowshoes. If you want to make 
a 28% gross profit on sales, hcw^ mudi should you charge for v. 
pair of snowshoes? 
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b. Find the retail price o£ the followiag goods: 

Cost Price Markup oa Selling Price Retail Price 

$ 700.00 
962.00 
3,000.00 
• 9.95 
3.98 
1.79 



In dicator 

8. Students ability to do the problems proAdded will serve as an in- 
dicator. 



OBJECTIVE 4: THE STUDENTS WILL KNOW THE MEANING OF THE TERM »»SHRINKAGE'' 
AND HOW IT CAN BE REDUCED. 



Stimulus 

1. Ask students what the term shrinkage means in business. 



Clarify Problem 

2. Have students list their suggestions on a flip chart. Discuss, 



Provide Information 
3. Read and discuss Section 6 of the Readings, 



6. What is Shrinkage ? 

Shrinkage is the loss, damage, or disappearance of mer- 
chandise. Suppose that, you wanted a 40% gross profit figure 
on your Profit and Loss StateiPi^nt (to get this you would use- 
a 66.6% marki:^) on the cost of your merchandise). 

When you make up your Profit and Loss Statement, you may 
find that you made only a 35% gross profit? The 5% of gross 
profit you lost was probably due tc 'shrinkage' • Shrinkage is 
caused by: 



30% 
25% 
40% 
30% 
38% 
20% 
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a. erroi-s made in handling merchandise or mcney 

b. shoplifting by cijstomers or tlieft by enployees 

c. damage or breakage of merchandise 

d. lack of control en your family purchases (for exanple: 
taking goods for your om use without keeping a record 
of them) . 

To avoid shrinkage you should take care of your mer- 
chandise, keep a good record of all money you take in, and 
keep. your personal finances separate from the business finance. 



4. Show the filmstrip, "Get' on the Ball, Stop Shrinkage". Discuss, 

5. Show the film, "Shoplifting". Discuss. 

6. Read Section 7 of the Readings. 



Summary 

In this lesson you have discussed the meaning of price 
to the manager of a business and to his customers - each has 
a sli^tly different meaning as it affects each of them dif- 
ferently. 

You have examined factors that should be considered when 
setting prices. These include: 

a. Cost of goods 

b. Siippliers' suggested retail price 

c. CQn5)etitor' s prices 

d. Market demand. 

There are three things your price must cover. These are: 

a. Your cost vftien you bought the goods, plus frei^t charges 
if any 

b. The operating expenses of your business 

c. Profit, vftiich is really your pay for doing the woric. 

In setting prices, you start with the cost of goods and 
add vftiat is known as a 'markup' to arrive at your selling 
price. The marktqp must be siafficient to cover expenses and 
to provide a profit for you. There are two ways of detennin- 
ing markup: 



a. 
b. 



as a percentage of cost of goods, and 
as a percentage of retail price. 
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You must fully understand both o£ these methods .if you hope 
to price. your goods properly. 

Shrinkage is the loss, damage or disappearance of mer- 
chandise. Shrinkage reduces your income because goods vnhich 
would be availaole for sale are not available. Sirinkage 
is something you should control very carefully. 



Indicator 

7. Have students write their definition of shrinkage, showing the 

main caxises of shrinkage and how shrinkage can be controlled in a 
retail business. 
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SUBJECT MARKETING 
LESSCN MKTS SETTING PRICE 



CASE MKTS - 1 
LOUIS' RIFLE 



Louis has been shopping at Nolan's General Store for soms time 
■ Se'SSei:"" "^'^ '^'""'^ "^^^ ^° g° ^° ^^-1 witS"!aS^;ian, 

7n Tn'^r-'^f ^^^P^ ^° ^^ore he has been looking at a new 

30-30 Winchester rifle that hangs on the wall. Ihe tag m^the ?i??e 
shows a price of $120. Althou^ Louis already oms a good Sf if today 

^ali'to'Sc^'N^L^'^J^ :f ^"^^ '"^'^^ ^'^^ decides°to 

SrV thZ^J^ ' owner, about buying it. Jack is at the 

back of the store unpacking canned goods. 

Ifit's listen to their conversation. 

Louis: "Jack, I have" been looking at that new 30-30 rifle you have 

■ IZ -f T,i5^ ^""^ ^ 4^ sun, but I think $120 is too much 
tor It. I'll give you $90." 

Jack: "Oi, cone on Louis, that rifle is one of the best you can get. 
The people that made it did a real gool job on it. It'^, t 
Sal d^S ^ getting'a 

I/)uis;- "But $120 is way too much to ask for it. Do you know how long 
Iht^'^r that kind of money? — A whole week, 

then I wouldn't have any of my week's wages to spend on any- 
thing else. Hell, Jack, I have to buy f^d and Sothes for 
the family too, you know. 

Sr L'^l^tllow.'^'^ ' P^'^ ^'^^ 
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Jack: -'"Now hold on a minute Louis. Do you think that the price I 

get for it just goes into wy pocket? I have to buy the rifle 
from my supplier so that only part of the $120 is left over 
for me, I have to use part of what's left over to pay for 
operating my store ---heat bills, light bills, and other ex- 
penses. Also from the money that's left-over I have to pay 
myself for the work I do here* If I want to expand the store 
I have to have money to do that, don't I? 

So Louis, I really not making that much on the sale of that 
rifle an4 I think $120 is a fair price. " 



Questions for Discussion 

1. What does price mean to Louis? 

2. What does price mean to Jack Nolan? 

3. What might happen if Louis is right about the price being too high? 
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SUBJECT MARKETING y 

LESSON MKT9 PRONDTING YOUR BUSINESS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The manager o£ a small business is in a good position to promote 
his business since he is personally involved in most of its aspects. 
It is inportant that the businessman be conscious o£ the need to 
promote his business; he must realize that the mage projected by the 
business will influence the buying habits of people in the community/ 

It is unlikely that a business will have a neutral public image; 
rather, it will project either a favourable or. negative imagg, depend- 
ing on how the businessman approaches his various publics. It will be • 
ijnpossible to please all the people all the time^ but the businessman's 
concern is to create as favourable an image as possible. Some business- 
men take a 'laissez faire' approach to the promotion of their businesses. 
Their attitude is that people will buy from the business if they need 
the product that is for sale. The situation is' not really that simple. 
The businessman must realize that he can influence the image his business 
projects. * 

In this losson the instructor should start the lesson by emphasizing 
the inportance of promoting a business. This lesson is intended to 
create awareness of the inportance of promoting a business. It is of a 
general nature and cov s a wide area of business promotion. Future 
lessons will consider certain aspects of promotion in somewhat more 
detail: MKTIO, "Advertising'^; MKTll, "Salesmanship''; MKT12, "Merchan'dise 
Layout and Display". 
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OBJECTIVES 

.1. The students will become familiar with the meaning and types o£ 
business promotion, 

2. Ihe students will discuss the inportance o£ public relations and 
pi±)licity to tneir businesses. 

REFERENCE MATERIAL FOR INSTRUCTOR 

1. Articles in the following Small Marketers Aids: Washington: Small 
BusLiess Administration: 

Miller, Raymond W. "Public Relations for Small Business Owners", 

Small Marketers Aids' , Annual No. 3. Washington: Small Business 
' Administration, pp. 48-55 . 

Goodpasture, Bruce. "Building the Right Reputation", Small Marketers 
Aids, Annioal No. 7, Washington: Small Business Administration , 
ppn-8-25. 

RESOURCES REQUIRED 

1. Projectual MKT9-1, "Forms of Promotion" 

2. Film, "I Just Work Here" (17 minutes) 

3. Copies of daily or weekly newspapers 

4. Copies of popular magazines 

5 • Coupons clipped from local newspaper or collected from other 
sources, offering products at' reduced prices. 

6. Exaorples of sales promotional, literature^ the kind sent out by 
oil conpanies, local retailer, outfitting camps, etc. 

7. Cassette tape recording of local radio ads. 
x^ffimODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction. 
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PURPOSE 

In this lesson you will discuss some different ways you hiay 
be able to pronDte your business and the products and services you 
sell. Later lessons will cover promotion in. more detail. 



INTRODUCTION 

Your products and services won't sell themselves. You will 
have to do some promotijag no matter how little it is. Therefore, 
you shoiiLd learn what some different types of promotion are and 
haw tliey mi^t help in your business. 



OBJECTIVE 1: THE STUDENT WILL BECCME FAMILIAR WITH THE MEANING AND 
TYPES OF BUSINESS PROMOTION. 

Stimulus 



2. Ask: "What are some ways you can promote the products and services 
you sell?" 

Clarify Problem 

3. List answers on the flip chart. Ask students for exanples of how 
they could use eaca type of promotion suggested in the businesses 
they plan to start. 

Provide Information 

4. Ifead Section 1 of the Readings. 



00N1ENT 

1. What Does Promotion Mean? 

In an advertising sense, the word PROMOTION means moving 
ideas to people. That is, it refers to the ways a business- 
man can tell people about what he is selling. 
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Why do you want to tell people about (or promote) your 
products and services? You want to make them aware of the 
products or services you have available with the object of 
increasing your sales. The purpose of your promotion is to 
gpt people to bi;^'' from your business. ... 



5. Rsad Section 2 of the Readings. Show Projectual MKT9-1, "Forms 
of Promotion", while leading this section. Point out that some 
forms of promotion are directed at large groxqjs of people (shot- 
gun approadi) , while other forms, are directed at the individual 
or family (rifle approach) . 



Types of Promotion 

Ihere are many ways you can promote your products and 
services. Some may be more valuable than others for your 
type of business. 

a. Advertising (newspaper, radio, T.V. , direct mail). 

b. Selling (salesmen or sales clerks) 

c. Ptfclicity and public relations 

d. Otlier sales promoticai: 

- ^lill boards (in town or on hi^ways) 

- contests (draw for free gift) 

- samples (give away at your store or on door-to- 
door basis) 

- premiums (buy one, get another free) 

- price off deals (20% off, 1/2 price sale, etc.) 

You will probably not use all these types of promotion 
to help you sell your products or services. However, it is 
worthwhile to be acquainted with .some of the most iiiportant 
forms of promotion. 

Remenber, no matter '^at kind of business you rm, you 
will probably be able to inprove your sales by doing some 
promotion. Promotion helps to make people: 

MARE of what you have to sell 
INTERESTED in what you have to sell 
BCIY vfliat you have to sell. 



6. Elaborate on each form of promotion indicated above by showing 
various newspapers, magazines, tapes, coupons, etc. (listed in 
itesources Required). Try to give local examples where possible. 
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MICI9-1 FdKviS OF PROMOTiai 



SUBJECT 



SERIAL NUMBER 



• llVldHIl 39N1K331* 



FORMS OF PROMOTION 



Shotgun Approach 




■ Newspapers- 
'^ifl board 



Rifle Approach 




-Direct mail 



Personal selling 



V«mHo«167 



TKCNIFAX FlUAILt TftANSFAntNCY MOUNT 
7Vi"iilO" MASK— USI IV4"«ir' FILM 



1013 



MKT9 



Indicator 

7. Ask students 'to: • . , 

a. Define promotion in tlieir own words. 

b. List tlie types of promotion they tliink tliey will use in their 
businesses. , . 

feview Readings if necessary. 



OBJECTIVE 2: H-IE STUDENTS WILL DISCUSS H-E IMPORTANCE OF PUBLIC RE- 
LATIONS AND PUBLICITY TO THEIR BUSLNESSES. 



Stimulu s 

1. Aisk: "Do you tliink it is iirportant for a business to have good 
relations with its customers and other people in the community? 
Miy?" Discuss. 

Mention: "Tlie following film will show the iirportance of having 
good relations with customers. The film deals with big businesses 
but some of the things it shows will also be iirportant to your 
business*'. 



Clarify Problem and Provide Information 

2. Show film, ''I Just Work Here" (17 minutes) 

a. Film Setting : Downtown area of a city 

b. Summary of Film Co ntent (Including Ins tructions an How to Use) 

(1) Film shows four exanples of bad conpany- customer rela- 
tions: a bank eiiployee and bank custo)ner; a librarian - 
im.d library customer; a bank manager and customer; end 

a conputer operator his customer. 

After each situation is shown, stop the film and ask the 
students: "Did ybu see anything wrong with the way the 
customer was treated?" 

(2) Show second part of film. Ihe four situations are replayed 
showing vhat a big difference it makes when eA^rybody 
'does a little bit extra to help the customer' . 

(3) Discuss the last part of the film. Relate to types of 
business students plan to start. Point out that tiiis 
material relates to lesson MIA, "Ihe Ri^t Product 
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and the Ri^it Service", where students discussed the im- 
portance q£ being service -minded, 

3. Read and discuss Sections 3 and 4 o£ the Readings. 



3. Publicity and Public Relations . 

Do you tiiink it is important for a business to have a 
good reputation? Can you think o£ exaiiples o£ businesses 
that are doing poorly because they have a poor reputation or 
image? 

How do you think a busiriess can create a good reputation 
or image? One way is to get GOOD PUBLICITY. Another way is 
to develop good PUBLIC RELATIONS. 

a. The Nfeaning and Inportance of Publicity 

PUBLICITY refers to any >'KliE advertising a business gets 
in newspapers, magazines, radio, TV, public meetings, 
etc. For example, if the local paper does a write-up 
about your business, then this is PUBLICITY for you- It 
is some . information that gets spread to the public be- 
cause it is newsworthy- Another exajiple might be if you 
were going to set up a plant in a particular town. 

As long as the business doesn't have to pay for sending 
these newsworthy messages to the public, it is PUBLIC- 
■ . ICTY. If tlie business has to pay for the jTt>ssages it 
sends out to people, this is called ADVERTIEilNG. 

NOTE: PUBLICITY may be GOOD or BAD 

If you read in the paper that a local store or 
restaurant sold contaminated food to justomt/s, 
this is BAD publicity for that biasiness- However, 
if you read that a local business receives a 
■ '^good housekeeping" award, this is GOOD publicity 

for that busijiess. 

Good publicit) creates a good reputation or image? for 
tlie business- Bad publicity creates a poor reputation 
or image for tlie business- 

Here is an exajT5)le of publicity that will help you un- 
derstand how good or bad publicity affects Big Business^— 
(The same kind of publicity in the local community can. 
affect the image of your business) - 
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ITEM ON C.B.C. NATIONAL T.V. NEWS 



Hie Canadian Food and Drug Council made 
toothpaste manufacturers submit scientific 
evidence to back up claims that their tooth- 
paste did reduce cavities and prevent tootli 
decay. ^ 

Chly three conpanies could back up their 
claims. These were tlie conpanies that produce; 

Colgate toothpaste. ' 
Crest tootlipaste. 
Fact toothpaste 

You can see th^t this publicity would be good (favour- 
able) for the conpanies that could back up their claims, 
and bad (ui- favourable) for the coirpanies that couldn't. 



Publicity about your own business can be good or bad. 
Good publicity helps sales, but bad publicity hurts 
sales. 

The Meauijxg and Inportance of Fxibli.c Relations 
PUBLIC RELATIONS refers to any contacts that help to 
develop good quality relationships between the bi:isiness 
and 



(1) its customers 

(2) its enployeesv 

(3) Its suppliers 

(4) its community 

(5) the government 




Ihese are all the different 
PUBLICS that the business 
has. 



If the business has good quality relationships between 
itself and its many PUBLICS, it will have a good repu- . 
tation or image. Therefore, by trying to have good 
pi±) lie relations you can create a good reputation or 
image for your business. ' 

Public relations may dBtermine whether your business will 
succeed or fail and axe, therefore, very inportant. 

How Can a Bi:tsines s Develop Good Public Relations? 
Good public relations ireans that customers, ejiployees, 
suppliers, coimimity and government have good feelings 
towards your business. 
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Whatever attitudes or feelings you hold towards these 
various "publics'' will determiae how good your relations 
with them will be. For exanple, i£ you look down on 
your workers, you will not have very good relations with 
them. Or, i£ you do not care about the community, you 
will not have good relations with its people. 

Remenber, whetlier or not your business has a good repu- 
tation or image is entirely up to you - it's your re- 
sponsibility. 



4. Summary 

The object o£ promotion is to improve the image o£ your 
biisiness and to thereby increase your sales. 

There are various ways to promote your goods, services . 
and business. Ihe methods you use to promote your business 
will depend on the situation. Some types o£ promotion are 
more appropriate £or one type o£ business than £or another 
type. You will have to decide wliich to use. The amouat and 
type o£ promotion you use will also depend on your financial 
situation. For exanple, television ads are very e3q)ensive 
conpared to handbills, etc. 

Publicity and public relations are forms of promotion 
at no cost to the business. If you do - something newsworthy 
v^iether it is good or bad, it may be reported in the news- 
paper, or on radio or T.V. Th^s is publicity. PiiDlic re- 
lations, on the other hand, involves the way customers, em- 
ployees, other businesses, the comonMiity and government think 
about you because of your contacts with them. For exaiiple, 
if you treat customers and enployees poorly in the community, 
your piilic relations image will be poor, and vice versa. In 
other words, you have a great deal of control over vSiether 
you receive good or bad publicity and vdiether your public re- 
lations are good or bad. 



Indicator 

4, Ask: 'How will you create a good image for your business if you 
start 1:5) in a strange community?" Discuss. 

ReAaew Readings, if necessary. 
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LESSON MKT.IO ADVERTISING 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Students have long been on the receiving endpf advertisements; 
however, it is unlikely that 'they have had much to do with originating 
advertising. The instructor's job will be to motivate students to look 
at advertising from the businessman's point of view. The students nnast 
answer the question: "How will I do my advertising?*' 

The Readings material is somewhat theoretical in nature. The 
instructor should make ample use o£ practical illustrations o£ 
advertising by referring to: 

1. the types o£ businesses which the students plan to start 

2. any advertising problems v^ich occurred during the students' 
business projects., and 

3. samples of advertising brought to the classroom. 



OBJECTIVE 

The students will consider how they will use advertising in their 
businesses. 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Kelley, Pearce C. et al. How to Organize and Operate a Small 
Business Fnglewoou Cliffs^ n7j* : Prentice -Hall, Inc., 
1968, ch- 18. 
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2. Richert, G.H. et al. Retcoiling Principles and Practices . Toronto: 

McGraw-Hill Con5)any of Canada Ltd., 1968, Unit 9, 

3. Steinmetz, Lawrence et al, Managing the Small Business . 

Georgetown, Ontario: Irwin-Dorsey Ltd., 1968, ch. 22. 



RESOURCES REQUIRED 

1. Case MKTlO-l, '^Advertising IX^cisipns'' " - 

2. Projectual MKTlO-1, 'TVhen Mak.ing A[i Ad. . 

3. SaiT^Dles o£ advertisements, (from local newspapers, magazines, 
direct mail flyers^ etc. Cassette tapes can be made -of local 
radio^ advertising.) 



METHODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

Tliis lesson will discuss some of ^ the things you should 
consider when making decisionis on advertising in your business. 

INTRODUCTION 

Advertising is a frequently used form of promotion in a 
business. You may have to advertise the products and services of 
your business. ^ 

if you need to advertise, how will you go about it? You 
will have to make many decisions about advertising, for exanple: 

1. To ". Vom should you direct your ads? 

2. Wha" should you say in your ads? Thac is, whaft should your 
message be? 

3. \Vhat ineans of communication should you use to carry your 
advert isirjg message Cs) tr your customers or potential 
customers? Newspaper? Magazire? Radio? T.V»? Direct. 
Mail? 
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4. How frequently shoiild you advertise? What tims of yep-? 

5. How iTiLch money should you spend on advertising? 

6. What products should you advertise? 

7. Qace you have started advertising, how will you be able to 
tell if /our advertising is bringing you results? 

If you decide to advertise, you will have to mke decisions on 
tkese types of questions . 



OBJECTIVE: THE STUDENTS WILL CONSIDER HCW THEY WILL USE ADVERTISING IN 
THEIR BUSINESSES. 



Stimlus 

2. Hand out Case MKTlO-1, "Advertising Itecisicns"; read arid discuss. 

The purpose of this case is to gpt students thinking about' how they 
would gp about advertising in their businesses. 



Clarify Problem 

3. Discuss questions at the end of each situation in the case. Stu- 
dents may be allowed to make assimpticais about these, situations 
vjhere information is lacking. The main point is to get them to 
realize that these are the kinds of decisions they are going to 
have to make when they want to advertise in their businesses. 

NOTE: At the end of this lesson students will be asked to prepare 
a sample ad for each of the situations outlined in the case. 

4* Show the students variolas sanple ads broug^it to the classroom. Be 
sure to include sajiples from the Want Ad section of the newspaper. 



Provide Info:niiation. 

5. Read Sections 1, 2, 3 and 4 of the Readings. Show Projectual 

MKTlO-1, ''When Making An Ad. while covering Section 3, b. Use 
as many real life exajiples and sanple ads as possible to illus- 
trate the material. 
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MfCTlO-1 IVHEIvf MAKING AN AD. . . 



SUBJECT 

•llKldHU 3DNIH3J1* 



SERIAL NUMBER 

• nyidKnn idmh33i* 



WHEN MAKING AN AD.. 



STATE MOST immm ^'^^^^^^^ 



•ItCHIHtt ItMPllK, 

|techif«| ' / ' 



HEADLINE f 




ADDRESS PHC^Ef 




• TECHINCE TEMPLATE* 



GET THEIR 
'INTEREST 



-TELL THEM 
WHAT WHEN. 
WHY, HOW 

, MISCELLANEOUS 
INFORMATION- 

-TELL THEM WHO 
-TELL THEM WHERE 



TKNIFAX FILEABLI TRANSPARINCY MOUNT 
7Vi':«10" MASK— USE aVi"> H" FILM 
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CONTENT 

1. ; Why ShLOiild You Advertise? 

Advertising can be defined as any paid form of conunuai- 
* • catioa ijsed by a business. 

Advertising costs moaey. It is an expense to a business. 
Businesses don't heve to advertise, but many do advertise 
since advertising often helps to increase sales* If sales in- 
crease iTiore than costs, a business will make irwre profit. 

For exanple, tiie follovdng set of figures show that ad- 
vertising can help a business. 

With $1,000 Spent 
Without Advertising on Advertising 

Gross Profit $18,000 per year $20,000 per year 

All E:q5enses 12,000 per year 13,000 per year 

Profit $ 6,000 per year $ 7,000 per year 

You can see that vAien $1,000 was spent cm advertising the 
gross profit went vp by $2,000 and the profit went up by 
$1,000. 

Soinetim&o it may not be profitable to advertise. The 
following figures show that advertising can cost more than it 
is worth. 

• , Before .Increasing After Increasing Ad- 

Advertising vertising by $1,000 

Gross Profit $20,000 per year ■ $20,500 per year 

• Al^ Expenses 15,000 per year 14,000 per year 

Profit $ 7,000 per year $ 6,500 per year 

As you can see the $1,000 spent on advertising increased 
gross profit oy only $500, therefore, the net profit dropped 
by $500 (from $7,000 per year to $6,500 per year). 

So, vdien you are deciding whether or not you shoiiLd ad- 
vertise in your business, you have to think about i^ether or 
not advertising will increase the profit of your business. 
The pixrpose of advertising is to make the business more profit. 
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You should do sojne advertising. But be carefuly that the 
advertising doesn't cost you 'to re than it is worth. 

The reasons for advertising are: 

a. to make customers aware of your products or services , 

b. to make customers . ite rested in your products or services 

c. to malce customers uiy your products or services. 



Types of Advertisi ng ' 

a. Planned Advertising , 

Ihese are ads that you formally plan; for exairple, you 
migjit plan -to advertise in newspapers or magazines, on 
radio, on billboards, or by direct mail. 

b. Word of Mouth Adver ti sing 

Ihis refers to mfoiTTiation about your business that is 
spread by people talking to one an,other. Customers may 
spread the word that you have good products and services, 
and this will increase your sales. You can't really plan 
this advertising. 



What Steps Should You Go Ihrou^ in Planning Your Advertising? 

If you run a busmess and would like to do some adver- 
tising, what steps would you follow? What decisions would 
you make? 

Below are some suggested decision steps that you could 
use as a guide to planning the advertising in your business. 

a. Step 1: Decide to Whom You Want to Advertise ' 

Adverti'?ing is like shooting with a shotgun. This means 
that you can reach many people with advertising. How- 
ever, even vAien you shoot with a shotgun you want to be 
on target. This means that you have to decide WHOM (what 
people) you want to I'eadi with yotir ads. If you just 
shoot blindly, your advertising won't be as effective as 
it will be if you pick a target group of people that, you 
want to reach. 

So the first step in making advertising decisions is to 
know whom you want to reach; that is, d ':ide on the tar- 
get for your advertising. Your target can be present 
customers or potential customers . Actually anybody who 
is WILLING and ABLE (has the nmey) to hvy your product 
or service can be in your target. Sometimes you migjit 
have a different target , for each product or service you 
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want to sell. 

For exajipie: I£ you had aa outfitting business, yoj?: 
advertising target would be nien who like to hunt and 
fish and who can afford to p?^y for the servi-ces of an 
outfitter. 

NOTE: Word-of-inDuth advertising is inportant in this 
type of b usiness . 

Step 2: Decide MiAT You Want to Say 
Hiat is, what will your message be? Will it contain 
words only, or pictures also? Will it be in colour or 
in black and white? 

Choose your iressage so that it TELLS the target people 
what tliey need to know. Choose a inessag^ and appeal that 
will make them want to buy your product or service. Re- 
member to matcli the message and appeal to your target. 
If you have tlie wrong message and appeal, then you won't 
be very successful in your advertising. Two appeals you 
could choose from tre: 

(1) Emotional Appeal 

In this type of sales appeal, you appeal to the 
emotions of the buyer. You make the bi:iyer feel that 
yoiir product or sendee will please his senses and 
satisfy his desires. 

(2) Rational Appea 

in this type of sales appeal, you reason with the 
customer. You present him with facts. You give 
him logical reasons why he should b]jy your product 
or service . 



Exaiiples 

Bniotional ^peal 

A Girl's Di^am Come Trve 
New Spring Suits 
$29.95 

The latest thing in sensa- 
tion 'and excitement. The 
iiltimate in dress design. 
Tailored specially for a 
slenderizing effect. These 
pink, yellow, and blue pas- 
tels will provide a thrill 
to every purchaser. 

STEWART'S LIMITED 
3x - 10th St. 



Rational . Appeal 
Ladies' Spring Suits 
$29.95 

A new shipment of tailored 
tweed suits made from wool 
fabrics in a wide range of 
colours and patterns has 
just arrived. Excellent 
for street or office wear. 
No alteration charge. 

STEWART'S LlvHTED 
31 - 10th ot. 
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Soine ads are a conbixiaticfa o£ emotional and rational 
appeals 5 for exanplejiere is part of a mail pajiphlet used 
to advertise an out£it\':.ing caii^ in nortiiem Saskatchewan. 

NOTE: Hie pamphlet contained pictures and other infor- 
* maticn . 

Hmtincf' the Moose in 
Wilderness Backwoods 



Would you like to hunt by canoe with a knowle-dgedble 
' Indian guide where few white men have ever taken theii' 
guns before? Would you like to take off by float plane 
and then drop into a remote outpost camp that is centered 
in a heavily mos ; --populated area of the far north? 

Yru can be scoping the large antlers of a bull moose by 
making yo^un^-reservations early for this exclusive hunt 
during, early ''calling season i-n Saskatchewan. You will 
be hunting with Indian guides in their own hunting grounds. 

Comfortable tent camps will be located in these prime 
areas in the vicinity of the Churchill and Reindeer Ri- 
vers^ 'Obout 60 miles north of the Mista Nosayew base 
camp at. Pelican Narrows . Only a limited number of 
sportsmen can be accommodated at these camps so it is 
suggested that you make your reservations early. 

The exact season dates vary each year^ however^ the early 
season is generally held' during a three week period in 
■ late Septenber and the first week of October. All you 
need is your sleeping bag^ rifle^^ hunting gear and licence. 
We'll supply the food^ guides^ boat^ motor and accommod-^ 
dations. ^ 

We also suggest that you bring your fishing tackle and 
shotgun^ as you also will be able to take pike^ walleyes 
and ducks. Full particulcSrs concerning our three-day and 
five-day packages for parties of four are available on 
request. $20 deposit per person required on reservations . 



If you know what the parts of aa ad are it migjit help you 
decide WHAT to say in the ad. Jbst ads are organized as 
follows: 
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HEADLINE 



BODY 



-> purpose is to attract customers^ attention 

-> purpose is to give details o£ product or service 



aosE 



c. 



purpose is to ask for action, (in order to 
persuade tlie customer to buy) . 



Exanpj 



HEADLINE Low Car Prices! 

BODY Used Car Lot 

has over 50 models 
to choose £rom< 
All cars are guar- 
anteed for one 
year. Drop by and 
see our friendly 
salesman at the 
comer of 9th St. 
and 6th Ave • 

CLOSE Don't sign any car 
deals until you've 
seen our prices! 



, II 

**Super Sale" 

Bill's Hardware (on 
Water St.) has re- 
duced prices on com- 
plete stock < Sale 
ends on Friday. 



Hurry down and take 
advantage of big 
savings while tliey 
last. 



Step 5: Decide WHAT Message Carriers (Media) Will Carry 
Your Ads 

It IS no use knowing \^io your target people are and what 
messa^ to send them, unless you can find a way to send 
the m^issage. 

There are many message carriers (or channels, or media) 
to use in advertising; for exaji5)le, T.V. , newspapers, 
magazines, billboards, and mail. How can you decide 
which charAiel is best? Some of the tilings you should con- 
sifler are: 

(1) How much will it cost to use the channel? (Gener- 
ally newspaper advertising costs least- T.V. ad- 
vertising costs most) . 

(Z) Do the people you want to reach see or hear this 
diannel of communication? That is, what are the 
habits of the target people? (This is a very inportant 
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thing to consider. It is no use to advertise on 
T.V. if your target group of people don't have T.V. 
Also it is no use putting your ad in a newspai^er if 
the people you want to reach don't read newspapers). 

(3) Generally you should choose the least e:xpensive type 
of channel or message carrier that reaches the tar- 
get people. 

(4) It isn't eaougjhi to decide what type of messags car- 
rier or channel to use; you have to decide on the 
specific :iieiibei of that channel to use. For exanple,, 

- if you decide to use radio, vftiat particular 
station will you use? 

- if you decide to use T.V., what particular station' 
will you use? 

- if you decide to use nev/spapers, v/hat particular 
newspaper will you use? 

Again, you should use the particular station, magazine, 
or newspaper that gets to the exact people you want to 
reach. For exaarple, if you want to advertise your pro- 
ducts in your town, use the local radio and T.V. stations 
or the local magazines and newspapers. Don't use message 
carriers that tlie town people never see or hear. 

For exanqple, consider an outfitting business • What mes- 
sage carriers (or channels or media) should the outfitter 
use for his ad\ erti semen ts? Since the target group of 
people are men who like hunting and fishing in t:ie out- 
doors, the best me^sagp carrier would probably be the 
Sports and Outdoor magazines such as "Field and Stream", 
Outdoor Life", etc. Or since repeat business is i-iipcr- 
tant to the outfitter, he could send mail ads to his past 
customers. Also the Govermrent Tourist Branch can assist 
the outfitter with his advertisiiig. 

Step 4: Itecide Hqv MUCH Money To Spen4 on Advertising 
It would be nice if there was an easy way to decide how 
much nmey to spend on advertising, but there is not. 
Different businessmen have varied opinions : 

(1) Some say: "Spend all you can afford". 

(2) Others suggest: "Spend the same amount as your com- 
petition spends". 
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C3) Still others advise: **Speiid a certain per cent o£ 
your sales on advertising". For example, if your 
sales are $15,000 a year tlien you mi^t decide to 
spend II on advertising. Ihis would be $150. 2% 
would be $300 , 3% would be $450, and so on. 

(4) Many recommend: "Spend only what you need to spend". 

The amount you spend on advertising also depends on how 
often you want to advertise and the cost the message 
carrier charges. 

For example, how much should an outfitter spend on ad- 
vertising? 

^ He should spend the amoint of money tliat will bring in 
the hi^est net profit. But this means he has to know 
when more money spent on advertising no longer increases 
profits. This is hard to determine. Most outfitters 
probably spend only what they feel they can afford, even 
thou^ more ad'^irertising mi gjiit increase their profits. 

e. Step 5: Decide WHAT Products or Services to Advertise 

Sometimes by advertising only a few products, a business 
can increcise the sales of all products. For exairple, a 
grocery store may advertise only canned soup, but people 
probably buy more than soi^) \Aien they come to the store. 

What services should the outfitter advertise to increase 
his customers? 

The people \A\o use outfitting canps are probably most in- 
terested in the kind of fish or gairie,' the guides, the 
' comtry-side, and cabins (are tliey clean?, etc.). There- 
fore, these are tilings the ads should stress. 



4. Summary 

•There is more to advertising than deciding \Aiat the ad- 
vertisement itself will look or sound like. As future busi- 
nessmen , you will probably be spending money to advertise the 
products and services oc your business. This lesson gave some 
suggestims on how to plan this advertising. 
i . 



Indicator 

6. l^fer students back to case MKTlO-1, "Advertising Decisions". Ask 
them to write a newspaper or radio ad for situations 1 and 2. 
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7. Ask each student to prepare an ad that .they could use in the 
business they plan to start or in a business vdth which they are 
familiar. Have some students put their ads on the flip chart for 
groi:^) evaluation. 

8. Refer back to the sample ads brought to the classroom and ask 
students to evaluate them from the point of view of; 

a. the audience they are aijiied at 

b. the message content and appeal (also parts of the ad, 
headline, body and close] * 

c. the media used 

'■•*d. ' the timing of the ad * , • 

e. the effectiveness of the /adl 
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subject' marketing . • 
lesson mktio advertising 

case mktio - 1 . 
• advertising decisions" 

Situation 1 

John has been running his general store for two years. Sales o£ 
groceries were good but sales o£ non-£ood items (for exaji|)le, clotliing, 
hardware) were poor. 

John wants to do some advertising to ijnprove the sales o£ his non- 
food items. 

Questions for Discussio n 

1. What media (newspaper, radio, T.V., magazine, direct mail, bill- 
boards) should John use to advertise? 

2. How much should John spend on advertising? 



Situation 2 

Mr, and Mrs. Williams own an outfitting camp with 18 cabins on a 
remote northern lake. For the past three years they have never filled 
more than five cabins at a time with sportsmen. 

To attract more customers Mr. and Mrs. Williams have decided to do 
some advertising. 

Questions for Discussion 

1. To whom should they advertise? 
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2. What should they say in their ads? 

3. Wliat media should they use? 

Situation 5 

Assume that you have been running a general store for a year and 
sales are not as good as you expected. 

Questions for Discussion 

1. Would you advertise? Why? 

2. What products would you advertise? 

3. What would your message be? 

4. To whom would you direct your advertising message (s)? 

5. What, media would you use? 

6. How much money would you spend on advertising? 
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SUBJECT 



MARKETING 



LESSON MKTll SALESMANSHIP 



INSTRUCTOR'S GUIDE 



OVERVIEW^ 

Nobody can learn to be a good salesman in a few hours; usually 
months of training and experience are required before a person becomes 
effective at selling. 

This lesson, attenpts to give the students some of the theory of 
selling. At the same time, it tries to give them some simulated sell- 
ing practice through participation in role-play situations. The 
instructor should try to show the students the connection between 
the theory and practice; 

As future businessmen, the students should be encouraged to thinik 
of how they will handle selling in their businesses. If sales clerks 
are to be hired, the students will have to consider the qualifications 
and personality cJiaract eristics a. sales clerk, should have. Students 
should also be encouraged to evaluate their own selling abilities, as 
it is likely they will do most of the selling in their business. 



OBJECTIVE 

Given a selling situation, the student will be able to 
satisfactorily perform as a salesman and carry out the steps of 
the selling process. 



REFERENCE MATERIAL FOR INSTRUCTOR 

!• Richert, G.H. et al. Retailing Principles and Practices . 

Toronto: McGraw-Hill Conpany of Canada Ltd., 1968, Unit 6, 
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2. Seguin, G.E. Basic Retailing . 2nd ed. Toronto: Sir Isaac Pitman 

(Canada) Ltd., 1963. 

3. Shaffer, Harold. Fundainentals of Retailing . Toronto: McGraw-Hill 

Co. of Canada Ltd., 1965. 



RBSOURCES REQUIRED 

1. FiliTis: "Salesmanship: Approach'' (10 miautes) • 

"Salesmanship: Making that Sale? (14 miautes) 
"Througji the Mirror" (27 minutes) 

2. * Filmstrips: "Johnny Series" (includes films trip, record and typed 

frame -by- frame description.) Optional 

"Johnny Greets the Customer" 

"Johnny De.termines Customer Needs and Wants" 

"Johnny Presents the ivferchandise" 

"Johnny Welcomes All Cbjections" 

"Johnny Closes the Sale" 

"Johnny Mgets His Boss" 

3. Resource person - the cfwner-manager of a local retail buisiness who 
does some selling himself and who may have some sales clerks 
working for him. Ihe business should be one that sells some durable 
product (exairple: appliances, clothing, furniture, etc.). It woiild 
be ideal to have this person read the Readings over and be present 
during the lesson (particularly when part 4 of tlie Readings and 
indicator are being covered) . 

4. Exercise MKTll-l, "Rating Qualities Needed in Selling". 



METHODOLOGY 

1. Do not distribute the Readings immediately. 



OBJECTIVE: GIVEN A SELLING SITUATICW, IHE SIUDENT WILL BE ABEE TO 
SATISFACTORILY PERFORM AS A SALESMAN AND CARkY OUT IHE 
STEPS OF IHE SELLING PROCESS. 
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Stiinulus 

2. Have mstructor and aaotlier staff nieirber or two , role-play 'Tlow not 
to Make a Sale", Ihe role-players set up a hypothetical sitioation 
whicli calls for rudeness on tlie part of tlie sales person, or non- 
attentive attitude, or too much pressure, etc. If possible the 
role-playing situation should be recorded on videotape and shown 
to the students as a stimulus. If this is not possible, role-play 
in front of the group. 



Clarify Problem 

3. Discuss tlie role-play witli the students. QiBstions you mi^it ask 
are : 

a. 'TVliat was wrong .with the saleman's performance? How should he 
have handled the sale?'* 

b. *'Can you list some steps a salesman should follow in selling 
to a customer on a face-to-face basis?" (List on the flip 
chart. Refer back to these steps when covering Section 4 of 
the Readings) . 

c. ^'What qualities do you think a salesman should have?" (List 
on tlie flip cliart. Refer back to this list when covering 
Section 5 o f the Readings) . 

d. Encourage students who may have had selling experience to share 
some of tlieir experiences with tlie group. 

4. Hand out tlie Readings; read and discuss Purpose, Introduction and ■ 
Sections 1, 2, 3, 4 aad 5. Relate the Readings material to the 
students' experiences witli sales clerks. 



PURPOSE 

In tliis lesson you will discuss some of the procedures you 
should follow when selling to customers. 



INTRODUCTION 

When a customer comes to shop at your business (or you go to 
the customer), how will you haadle the sale? What kind of a sales- 
man will you be? If you have hired sales clerks, how will they treat 
the customer? 
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Ihese are questions you have to answer. You have to learn 
soine thing about salesmanship. .The reason this is inportant is: 
the inpression a customer gets from a sales person is the impres- 
sion that customer has of tlie whole business. 

If you or your sales clerks handle the customer properly, the 
customer will like to buy at your business. If you or your sales 
clerks are poor salesmen, the customer may never coins back. 



CONTENT ' ' ■ 

1. What Does Salesmanship I^an ? 

Salesmanship refers to: 

a. how to sell . 

b. .how to" be a good salesman 

c. how to handle the customer 

d. the ability to sell. 

If you have a good salesman, tlien you have good salesmanship. 

2. Types of Selling Jobs 

Not every selling job is the same. Ihere are two main ; 
types of selling jobs. 

a. Field Selling 

In field selling, the salesman goes to the customer. 
This man is often called an outside salesman or travel- 
ling salesman. For exanple: 

(1) Suppliers' salesmen \Aio call aroind to businesses 

(2) Salesmeh vAlo call around to your house (insurance 
salesmen, Avcn salesladies, etc.) 

b. Inside Selling 

In inside selling, the customer comes to the salesman. 
These salesmen or sales clerks work inside or near the 
business. Most of them are salesmen in retail businesses 
(such as stores, service stations, and car lots). TWo 
types of inside selling are: 

(1) Coulter Selling 

H^re the sales clerk sells to customers from behind 
a coulter. 
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Smll products that are easil)' handled and stored : 
are lismlly sold from behind counters. Customers 
• shopping for tliis type of product usually know ex- 
actly what they want. Therefore, the sales person 
does not really do much ''selling*\ The customer 
usually says, "I want a pack of brand X gum or 
brand Y cigarettes^', and the sales clerk politely 
gives him tJie requested item. 

(2) Floor Selling 

Here the customer and the sales person meet on the 
floor where the merchandise is displayed. Large 
products (for example, appliances, cars, televisions 
boats and clothing) that are not easily handled 
and stored are usually sold in this way. Ihere is 
more ''selling" involved in floor selling than in 
couater selling* The customers usually do not know 
exactly what they want; therefore, the sales person 
has a chance to help the customer make his ndnd. 
This is where salesmanship is needed. 

(3) Self-Service Selling 

. In self-se'rvice selling, the customer comes to the 
business but serves himself. There is no face-to- 
face contact between the salesman and the customer. 
Most large retail grocery and'^variety stones operate 
this way* 

NOTE: Inside floor selling and field selling are the 

types of selling that are most creative and chal- 
lenging. You need good salesmanship to do well 
in these selling jobs. 



The Parts of Aiy Sale 

1 j 

The parts of the sale are: 

The customer 

The product (or service) 

The salesman 

The business 

a. The Customer 

A business cannot exist without customers, When you are 
selling you must think of your custoner. 

You must try to understand the customer's needs. You 
must give the customer the feeling that his patronage is 
appreciated. You must listen to his wishes and be in- 
terested in him. The custoirer is the most iirpoitant 
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part o£ ajiy sale. 



b. T lie Product 

As a salesman you must know your products. You must be 
able to answer all tlie customer's questions. You aiad 
your sales clerks must know: 

(1) wiaat features of the product will interest the cus-" 
tomsr 17)05 1 

(2) what the main advantages of the product are 

(5) how the product is vsed 

(4) of what the product is made 
(s) what guarantee tlie product has 

(6) how to demonstrate tiie product. 

You must also know your conpetitor's product. 

c. The Salesman 

Whether or not a sale is made will depend on you, the 
■ salesman. Later on we will discuss the qualities a good 
salesman should have. 

d. Ilie Business 

Remember, the iiipression a customer gets fro'c a sales 
person is the iirpression that the custGrt;.ir has of thi^ 
whole business. This means that it is inportant for you 
and your sales clerks to learn good salesmanship prac- 
tices . ■ 

Ihe way you treat the customer will detejmne how that 
customer feels towards your business. 

Steps in the Selling Process 

When selling in a retail store (v^iere the customer comes 
into the store to shop) , there are some steps you can .follow 
to help you make the sale. These steps are: 

Step 1: Greeting the Customer 

Step 2: Determining the Ctistomer^s Needs and Wants 
Step 3: Presenting the Product 
Step 4: Handling Objections 
Step 5: Closing the Sale 

Here are some things you should know about each of the 
selling steps. 

a. Step 4 */^Greetjjig the Customer 

This is liow you approach and "greet the customer. This 
first step is sometimes called "opening the sale". There 
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are several types o£ greetings you can use v^ien a custo- 
jiier walks into your store. 

(1) Service Greeting - You. approach tlie customer and say 
^'Gooci jnoming, may I help you?" or *TIello, jnay T 
take your order.'* 

(2) ;>ferchandise Greeting - You approach the customer an.:; 

say something about the product at whj.ch he is 
looking. For exajiple, you migjit say, ^^Hiat shirt is 
made o£ wash-and-wear material". "That is the best 
motor you can buy". "That product is the latest 
model". 

No matter what kind o£ greeting you lose, you should be 
courteous, friendly and sincere. 

Ihe approach and greeting are very inportant because they 
set the pattern for the rest of the sale. You mu^it be- 
careful not to scare the customer away. 

If the customs r is just "shopping around" you should wait 
a while before approadiing him. If you approach him too 
quickly he may feel that he is being pressured to buy and 
he may leave the store. 

Qi the other hand, you should not wait too long before 
paying attention to the customer. The customer may be- 
come inpatient and leave the store. 

A well-timed approach and a friendly greeting are tlie 
starting points of a successful sale. 

Step 2: Determining the Customers' Wants 
Some customers that enter your store will know exactly 
what they want; some have only a general idea," and others 
may not be sure of what tliey want. 

(1) Customer \Aio knows what he wants 

This customer is usually looking around for somebody 
to sei-ve him. You should approach this customer 
qmckl)|'. 

(2) The interested customer 

'ihis customer is interested in a type of product 
(for example, shoes) but he is not sure viiat brand 
or kind (for exanple, the colour, size, etc.) he 
wants to buy. Wait a\^^lile before you approach this 
customer - but do not wait too long. 
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(5) gie "shopper'^ 

Ihis type of custoinsr wanders aroind and does not 
show special interest in any product. I£ you ap- 
proach this shci^per too quickly he mi^t feel 
'^pressured" to buy, and he may leave the store. 
Therefore, you shoul.d let him browse. Wait until 
he stops and shows some interest in a particular 
product before approaching him. 

How can you determine what the customer wants? Here are 
soine hints: 

(1) Listen to the customer's comments 

let the customer do some talking. He may tell you 
exactly what he wants. 

(2) As;k him hcK he plans to USE the product 

Ihe way the customer plans to use the* product will 
help you suggest the right product colour, style, 
shape, quality, etc., that he needs. 

C3) Watch the customer's JREACTIONS 

When you present, explain and demonstrate the pro- 
duct, tlie customer's reactions will show the type he 
likes or dislikes. 

(4) Remeidber your regular customers' tastes, problems , 
interests, etc . 

If you remember what the customer has bou^t in the 
past or what his likes are, you will be able to sug- 
gest the product that will satisfy him. Remeiifcer, 
know your customer! To be a good salesman, you have 
to be able to deternime your customers' wants. 

c. Step 3: Presenting the Product 

After greeting the customer and trying to determine what 
he wants, you can show the product to him. Here are soiie 
pointers you should follow. 

(1) Present goods pronptly - as soon as the customer makes 
a request. You should know ^ere all your products 
are located. 

(2) Handle the product carefully and with respect. Do 
not be rouffi or careless, 

(3) Demonstrate the preduct (if possible) . A demon- 
stration IS worth many words. You will hold the 
customer's attention, develop his interest and im- 
press him with the features of the product when you 
give a demonstration. 
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You shoiild giw a clear explanation at the saine 
tim as you are demonstrating, Pojjit out the 
strongest features o£ tlie product. 

(4) Encourage the custonBr to try tlie product (if gps- 



duct is really vjiiat he wants. 

(5) Do not too many different products. This may 
confuse tile customer. Once you have shown him one 
product, move it out of the way before you show him 
the next one. 

d. Step 4: Handliag Objections , 

In order for you, as a, salesman, to coirplete the sale, 
you must learn how to overcome objections that the cus- 
tomer mi^t raise. Some ways to handle objections are: ' 

(1) Politely disagree . For exanple, if the customer 
^ says ''It's too li^t to stand up in rough going," 

you may answer, 'Tes, you may think so, but, actu- 
ally it is built in such a way that it is strong" 
or "A lot of people thinic that, but it actually lasts 
longer than heavier products of the same type". 

Hiis is better than just saying, "No^ you are wrong". 

(2) Point out a strofLg advantage to overcome the custo- 
mers objections. For exanple, if the customer says, 
"Ihe price is hi^" you can say, "Yes, but this is 
tlie best quality product you can get". 

As you gain selling e35)erience you will realize that ob- 
jections are part of the selling process. If you know 
your product well, you will be Sble to handle any ques- 
tions or objections the customer may raise. In fact, 
you will soon leam vrfiat objections to expect and you may 
be able'^to p'rei/enY" the^ objections by giving the custo- 
mer detailed information about the product in your sales 
talk. 

e. Step 5: Closing the Sale 

(iice you Have presented the customer with the product, 
demonstrated it, and have overcome any objections he r\,sy 
have, you are ready to close the sale. The customer will 
give you sigos (his comnients, questions, tone of voice, 
etc.) that will help you know vSien to close the sale. 
How should you close the sale? Some ways are: 

(1) Ask a direct question 

When you think tJie sale is ready to be closed you 
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my say, ''Shall I wrap this oie up for you?'* or 
'.'Is this the one you prefer?" or "Do you want this 
one?" 

C2) Make a guggestioa . 

If the customer is hesitating, you can say, "I 

! think this is the one you need" then proceed to _„ 
out a sales slip or wrap the product. You must hji 
careful not to put too much pressure on the custximer. 



Some General Rules 

Here are some general rules that you and your sales 
clerks should follow in any sale: 

a. Always be polite 

b. Never hurry the customer 

c. Always be truthful 

d. Never make a customer buy anything he does not want to 
buy. 




6'. Summary 



If you want to be successful at selling, you need to 
know how to: 

> 

a. Greet the customer 

b. Determine the customer's wants 

c. Present the product 

d. Handle objections 

e. Close the sale- 

Selling ability is inportant vdiether you plan to start 
your own business or managp a biasinesis for someone else. 

The ability to meet and deal with customers is necessary 
in any busijiess situation. 

In lesson MKT4, "The Right Product and Right Service", 
you discussed the need to provide good customer service. 
Selling is a service also. The purpose is to help the custo- 
mer to meet his needs and wants vfliile also meeting the needs 
of the business. That is, you help the customer to obtain the 
goods and services he needs and the business makes a sale 
(receives income.) 
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Optimal: Sliow the Jolinny Series o£ filuistrips and use them to 
review the Readings.. Show the films trips in the sanie order as 
they are listed under Resources Required. 

Sliow the film '^Salesmanship: Making tliat Sale*' (14 min.) 



Hiis IS a cartoon, film about tlie steps in tlie selling 
process. Introduce tlie film: ^'Hiis film will show tlie 
steps a field salesman goes tlirough in trying to sell a 
product to a customer. 

Film shows the steps: 

(a) prospecting 

(b ) pre - appro adi 

(c) approach 

(d) demonstrate 

(e) meet objections 

(f) close sale 

Stop film here and list these six steps on the flip diart. 
Show students that these steps are sirdlar to the five 
steps in their Re.vdings, The difference is that the 
Readings considered inside selling in a retail store, 
v^ereas tlie film is about a field salesman. 



a. Summary of Film and How to Use; 
CD 



(2) 



(3) 



The two sets of steps are 
on the flip chart). 

Field Selligg 

Prospecting 
Pre -approach 
u^proacb- 
Demonstrate ' 
Ivfeet objections - 
Close sale 



related as follows (show this 



Inside Selling 



Determining the customer's wants 
Greeting the customer 
Presenting the product 
Handling objections 
Closing tlie sale 



The main difference is that the field salesmari has to 
find the customer (prospecting) and find out what his 
wants. are (pre- approach) before he can approach (or greet) 
the customer. 

(4) Film shows one exanple of a furnace salesman going 

throu^ the steps of the selling process while he sells 
an oil fiimace to a family which now has a coal furnace. 
Film ENDS by showing the strong points of the sale of 
the fumace. 
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(S) Discusslthe last part of the film. Eeplay the 
film i£ necessar)'. 

?• Show the film, "Salesmanship: . Approach'* (10 nanO 

a. Summary of Film and Instructicgis on How' to Use 

(1) Play film throu^ conpletely, then discuss it. 

(2) Film deals witli tlie third step in the selling process for 
a field salesman; how to make an approach to a customer. 
It shows how a secretary sees the salesman; it shows how 
a buyer sees the salesman* The film:"poijits out the ap- 
pearance and actions are in^ortant. The buyer has to 
have interest in tlie salesman's proposition. 

The film shows how an insurance salesman approaches a 
prospective client. He makes a plan, gets prepared to 
present his plan, etc. 

(3) Discuss the film. Try to relate it to students busi- 
nesses. For exairple, ask them: *Tiow will you approach 
your customer?" 

8. Ask students to do e:«rcise MKTll-1 and have it ready for discussion 
at a later date. 



Indicator 

9. Divide the grovap into pairs of students. Give each pair the name- 
of a product and ask them to role-play a salesman and customer. 
Tell the students that the salesmen will be judged by the rest of 
the grovDp as to how well he carries out the five steps of the^ 
selling process. The students role-playing the customer may :use 
their imaginations in creating the situations. J 

All performances shoiild be videotaped; the playback, evalua^tion and 
discussion should follcw each performance. Ask the group t^ rate 
each saleman's performance as good, fair or poor on each step and 
to state their reasons for the rating. 

Switch roles and products so that every stixdent plays the role of 
the .saleman. 

Sanple products: suit, fridge, stove, television., car, rifle, 
ammuniticn, handicraft item, canoe, outboard jixjtor, shoes, bicycle. 
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10. Show the film^ "Throu^a the Mirror*' <2 7 ndn.) 

a. Sum m ary of Film aad Instxuctioas on Hcm to Use 

(1) The settiag is in. a city. Situation is as follows: 
Husband is a salesman; wife sends husband shopping on 
his day off. 

(2) Husband gov^s to store to hxsy cigarettes • Sales cleric 
sells him a pipe - does a good sales job. 

Stop film and ask: "Did clerk do a good sales job?" 

(3) Husband goes to h\x/ a hat. Sales clerk does a poor job 
of selling. 

Stop film and ask: 'TVhat did he do wrong?" 

(4) Husband goes in to buy a hammer. Sales clerk describes 
the product well - does a good selling job. 

Stop film and ask: "What did he do rig^t?" 

(5) Husband goes tc bty shoes - watches sales cleik 3ell 
another man a pair of shoes - cleik does poor job - man 
walks out. Hiisband also walks out. 

Stop and discuss. 

(6) Husband looks for anniversary present for his wife (dbair) . 
Sales clerk does a good job. 

Stop film and ask: "ilihat were the saleman's good points?" 

(7) Husband insets with insurance salesman for luidi. Insur- 
ance salesman does good job. 

Stop and discuss. 

(8) Husband gpes to his office and talks to his bo^s about 
the e^qperiences he had shopping. Ife reflects on the 
things he learned about selliag. The moral he arrives 

at is 'treac our customers the way we want to be treated'. 
Be attentive, enthusiastic, know your staff. This sales- 
man (husband) reminds- hSiise If to think of how a friendly, 
, sincere salesman looks to the ciistomer. . 

(9) Discuss the film. Iteplay pqjrticns of it if necessaiy. Try 
to relate to students' expett-ence^* and future businesses. 
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SUBJECT 



MARKETING 



LESSON MKTll SALESMANSHIP 



EXERCISE MKTII - 1 
RATING QUALITIES NEEDED IN. SELLING 



INTRODUCriON 

What personality characteristics or qualities should a salesman 
have? Do you have these qualities? How will you judge whether your 
sales clerks have these qualities? 

To help you answer these questions the following table has been 
prepared* The table lists all the qualities that make up a good sales- 
man. When you go into business you may wish to use this table to rate 
your sales clerks and yourself. 



AssignjTtent 

Using the following table as a guideline, rate the sales people 
in three stores you enter regularly* Check eadh quality listed on 
the next page in the column you think applies most accurately to that 
person. Then put the nunfc r from the top of that column in the SCORE 
column. Finally, total the SCORE coluim. A score of 85 or above is 
excellent; 75 to 84, good; 55 to 74, average: and below 54, poor. 
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(5) (4) C3) (2) (]) 

Always Usually Half Rarely Never Score 

Objective ^ 

Well Groomed - 

Healthy ; 

Poised 

Correct Speech... 

Pleasant voice... 

.Enthiosiastic ^ 

Tactful.. 

Confident . 

Courteoiis 

Friendly 

Emotionally Mature _^ 

Understanding..., 

Industrious ' 

Dependable ^ 

Good Memory - ^ ^- 

Accurate 

Imaginative ..... _^ 

Knowledgeable..., ■ 

Interested in Job 

Total. 
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SUBJECT 



MARKETING 



LESSON MICri2 MERCHANDISE LAYOUT AND DISPLAY 



INSTRUCTOR'S GUIDE 



OVERVIBV 

Merchandise layout and display will be o£ most interest to those students 
who plan to enter a retail type of business- The instructor will perhaps 
find it easier to keep all students interested by planning a visit to several 
local retail businesses to look at different types of business layouts and 
displays. All students have seen store layouts and displays, and will be 
able to share past impressions of good and bad displays. It. is interesting 
to observe the more critical eye students develop for layout and display 
following the lesson. 

Effective layout and display, like salesmanship, is difficult to teach. 
Students learn these skills best by doing them. However, it may not be 
practical to bring actual merchandise and equipment into the classroom to 
enable students to practise setting up various forms of layout and display. 
The instructor must try to compensate for this inadequacy by using pictures 
of store interiors and through the tour of local businesses. 



OBJECTIVES 

1. Students will be able to distinguish a poor store layout from an effective 
one. 

2. Students will discuss the types and purposes of merchandise display. 
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REFERENCE MATERIAL FOR INSTRUCTOR 

1. Nbore, Fiasco G. Frinciples ojF Merchandise Display , Austin, Texas: 

The Uhiversity of Texas Press, 1967. 

2. lii chert, G.H. et al. Retailing Principles and Practices , Toronto: 

McGraw-Hill Co. of Canada Ltd., iy&8, Ihit 8. " 

3. Shaffer, Harold. Fundarontals of Retail'^^^g . Toronto: McGraw-Hill 

Co. of. Canadp. Ltd., 1965, Unit 8. 



RESOURCES REQUIRED { 

1. Projectual MKT12-1, "Store Layout and Display" ' 

2. Case MKT12-1, "Bill's IWo Layouts" 

3. Films trip and record, * Visual Merchandising" 

4* Exercise MKT12-1, "Layout and Display Checklist" 

5. Pictures and slides of store interiors (if available) 

6 . • TWo flip charts 

7. Tour of retail businesses. Arrange for students to cour several 
different businesses following the lesson. Students should be en- 
couraged to make mental and v/ritten notes about store layout and 
display. The store manager should be consulted ahead of time; the 
students will gain more if they have an opportunity to discuss 
layout and display with the store manager. 



METHODOLOGY 

1. Hand out Readings; read and discuss the Purpose, Introduction and 
Section 1* 



PURPOSE 

In this lesson you will discuss the effect that good store 
layout and merchandise display can have on retail sales. 
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INTRODUCTION 



You can increase the sales o£ your retail business through effec- 
tive store layout and display. Good layout gives you efficient use 
of floor space and makes it easier for customers to move around in your 
building. Good display makes it easier for customers to see and appre- 
ciate your merchandise. Both good layout and good display can help 
you to sell more. 



CONTENT 

1. Meaning of Layout and Display 

NOTE: We will use the word 'store' to refer to any retail busi- 
ness (general store, supermarket, clothing store, furn- . 
iture store, hardmre, service station, etc.) t her efc^re^, ' 
we'll be talking about 'store layout' and 'storis display'. 

a . Store layout . This refers to the way you arrange the f loo'r 
space inside your store. For example: 

(1) Where you locate your counters, equipment, aisles, 
doors, etc. in the selling area -of your store; 

(2) Where you locate your storage areas, office, shipping 
and receiving areas, etc. 

b. Store display . This refers to the way you present (or 
show) your merchandise to your customers. For example: 

(1) You may show some of your products in a window that 
faces the street or road. 

(2) You may have special fixtures (racks, stands, etc.) 
to put your products on. 

(3) You may hang some products from the ceiling, or stack 
therr. on counters. 

(4) You may have cards, arrows, and other signs to indicate 
prices, directions and location of products. 

You can learn a great deal about laying out your store and 
displaying your products by observing other businesses. In 
addition, you can usually get advice from other businessmen and 
your suppliers. Before you start up your retail business, talk to 
as many people as possible and see how other stores are arranged 
and their products displayed. 
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OBJECTIVE 1: STUDENTS WILL BE ABLE TO DISTINGUISH A POOR STORE LAYOUT 
FROM AN EFFECTIVE ONE. 



Stinr ulus 

2. Show Projectual MKT12-1, 'Merchandise Layout and Display". Asl for 
the students' reactions to what they see. Have they had experience 
with stores where everything is crowded? 



Clarify Problem 

3. iind out Case MKn.2-1, "Bill's Two Layouts". Read and discuss the 

question at the end o£ the case. Allow students to talk freely, then 
call for a vote on which is the best layout plan for a general store. 
Record the number of students favouring each plan. 

InDTE: Students will cone back to this case later on. 



Provide Infomation 

4. Read and discuss Section 2 of Retidings. 



2. Factors to Consider in Store Layout 

a. The Type of Product You Sell 

The layout of your store will depend on the type of merchand- 
ise you sell. However, we can make sane general conments 
about any store layout. 

There are three types of products or goods you may carry in 
your store: impulse goods, convenience goods and shopping 
goods. 

(1) impulse goods are goods that a customer feels he needs 
or wants when he sees them, even though he may not have 
planned to buy them when he came into the store (gum, 
candy, etc.). The customer must see impulse articles 
before he can buy than. Special displays should be set 
up where the customer traffic is high, such as near the 
check-out counter, on the way to where sale mercliandise 
is displayed, or by doors. Ranember, these displays 
m ust not block the path of tEe~customer~ 
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MKT12-1 NERCHANDISE LAYOUT AND DISPLAY 



SUBJECT 



SERIAL NUMBER 



STORE LAYOUT AND DISPLAY 




DOES CUSTOMER TRAFFIC FLOW EASILt'? 



[tecnifaxJ 



• ICCKll^GC KHPUIC 



• KCKIIIEC ICMPUIi' 



• lECIilKCE IEMPL>IE< 



TECNIFAX FILEABLE TRANSPAItENCY MOUNT 
7'/j".I0" MASK— USE 8'/,". II" FILM 
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(2) convenience goods are goods that customers buy 
often. This group o:^: goods includes most foods and 
smaller grocery item.^. \ov should arrange your 
store so that these good: r.-je easy to get at. 

(3) shopping goods are goods for which people go shop- 
ping; for exan5)le, furniture and appliances, 7he 
bt^ing of these goods is planned and the c.istojnsr 
will look around to get the article he wants. 
These goods can be located at t ^e back or sides of 
the store. Hie customer will be willing to spend 
some time looking for them. 

Selling and Npn-Selling Areas 

The selling area of the store is that area where the custoiier 
comes in contact with the product or salesman. Hie non- 
selling areas are where you have your office and where you 
check, mark, receive, and store your stock. 

Generally, you should keep the front half of your store for 
selling purposes. Most of the customers will only walk a 
short distance into a store, so if you have tlie products 
near the front, they will be seen by most customers. Use 
the back parts of the store for such non-selling activities 
as receiving, checking, marking, stock storage, etc. These 
non-selling activities should not occipy space that could be ; 
more profitably used for sales. 

In the general, the selling area: 

(1) should give customers an attractive place to shop 

(2) should allow conA/enient access to products (you can do 
this by grouqjing related products together and by having 
aisles wide enougji so the custoner can move around , ' 
freely) 

(3) should encourage self-selection of msrchandise by cus- 
tomers 

(4) should not have old equipment, fixtures, displays, etc, 
that distract the customer 

(5) should not be crowded. 

The non-selling area should also be carefully planned. 
(1) Office space should be at the back of the store. 
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(2) Service or parts departinent should be located at 
rear o£ store and should be large enou^ to neet 
demands . 

(3) Receiving and storage areas should be away from the 
selling floor (usually at the back of the store or 
in a warehouse) . 

(4) Warehouses or other storage areas should be close 
to tlie selling area. This will make it easier to 
restock shelves in. the selling area. 

Other Factors 



Here are some other things you should ask yourself before 
deciding to use a certain layout for your store: 

(1) Will your layout make the store easy to housekeep? 

(2) Do you have enou^ counter space? 

(3) Do you have enou^ shelving? 

(4) Are the frequently -sold products located where they 
are easy to get at? 

(5) Is your cash register well located? (Usually it is 
best to put the cash register near the front of the 
store.) 

(6) Does customer traffic flow easily in your store? 

NOTE: You could plan your store layout by placing card- 
board cutouts (of counters, equipment, etc.) on 
a piece of paper that has the floor plan of your 
store drawn on it. 

Observing Other Btosinesses 

You should check the layout of other similar stores and 
talk to other businessmen about layout. 

Remenber, good store layout will .increase your sales. A 
poor layout will be inconvenient for you and for your 
customers and will lose your sales. 



Indicator 



5. Refer students back to case MKT12-1, "Bill's IWo Layouts'', and ask 
students to analyze each layout plan in the ligjit of the Readings 
they have just covered. List Plan 1 and Plan 2 on the top of flip 
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charts and ask students to write down the strong points and weak points 
o£ each plan. Compare to the vote taken earlier on best layout. Discuss.. 

6. The stiidents' observations and discussion during and after tour o£ retail 
stores will also serve as indicator. 

7. Additional Irxercise: Divide students into groups o£ five or six. 
Supply them with scissors and blank sheets of paper. Have students cut 
out the various parts of Bill's layout and arrange than in some ideal 
way. Have groiips conpare and discuss their ideas. 



OPJECTIVE 2: STUDENTS WILL DISQJSS THE TYPES AND PURPOSES OF 
-MERCHANDISE DISPLAY. 



Stimulus 

1. Refer students back to Part 1 b. of the Readings and re-read the mean- 
ing of store display. 

Ask: *'Can you list some points of adv k,:i to follow when planning 
store display?" 



Clarify Problem 

; 2. List students answers to the above question on the flip chart. Ask 
students to elaborate on each point. 



Provide Information 

3. Read Section 3 of Readings; discuss and compare with the ideas sug- 
gested by the students. 



3. Factors to Consider in Store Display 

The purpose of store display is to help you sell more. 
Good displays will attract the- customer 's attention, make the 
customer interested in the product, and encourage the customer 
to buy the product. 

The kinds of displays you use in your store will depend on 
the type of products you sell, ffowever, there are two basic 
kinds of store displays you should be familiar with: 
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Window displays . Usually the first thing a custoner sees 
when he approaches a store is the store window. A window 
display should give your customer a good idea o£ the kind 
of store you have. The customer should be able to see the 
the quality and price of products you carry. The display 
should be attractive enough to make the customer want to 
come inside your building. 

Interior displays . These are displays that you set up in- 
side your store; for example, in showcases, on counters, at 
the end of an aisle, on shelves, on the floor, from the 
ceiling, etc. The purpose of interior display is to attract 
attention to the products and increase sales. 

. There are three kinds of interior displays . 

(1) open displays , where the products are placed on counters, 
shelves, racks or on any fixture that allows the customer 
to handle than. Examples of open displays are: 

(a) canned goods displayed on a shelf or at the end of 
an aisle in a supermarket; 

(b) gvmi and candy displayed on the counter near the 
.. cash register. 

With open displays, your customers can touch and examine 
your products. Handling the products sometimes gives 
the customer a feeling of ownership as well as giving 
him a chance to judge the quality of the products. In 
addition, this type of display is convenient. 

(2) cl osed displays , where products that are easily damaged, 
soiled, or stolen are placed in glass showcases. The 
customer can see the product without handling it. 
Bcamples of products that should be kept in a closed 
display are: 

(a) jewel Iry 

(b) glassware 
(e) china 

(3) signs , which are also a part of interior display. Signs 
give infoimat ion' about the displays. They often tell 
about colour, size, style, price. In addition, sigTxS 
tell the customers where the products are located in 
your store. 

The following suggestions may be helpful in thinking 
about the signs you use in your store: 
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signs should tell about the merchandise. Your 
customers want to know how much the merchandise 
costs them, the sizes and colours available, etc. 

signs should look professional. A sign which is 
clean and neatly lettered suggests to the customer 
that the goods offered have been looked after, 
whereas a messy sign gives the customer the oppo- 
site impression. 

signs must have exact information. If you have 
a sign offering some mercliandise for sale, but 
you no longer have any in stock, you will dis- 
courage customers from buying other merchandise 
in your store. 



4. Read Section 4. 



■4. Suj]imary 

This lesson has discussed the importance of the store layout 
in providing easy access and convenience for customers and the 
effect of display in influencing the customers' buying habits « 
The businessman knows that a consumer will buy to fill his needs 
and wants in one or another business. Each businessman's concern 
is to get the business coming his way, rather than letting it go 
to a competitor. 

The task of planning good store layout and good merchandise 
display must be. the concern of every businessman who is inter- 
ested in the success of his business. 



5. Show filmstrip, "Visual Merchandising" and discuss. The filmstrip deals 
with a window display in a large store. The example will not be directly 
useful to the students, but the principles used can be applied to displays 
inside the business. Following the filmstrip, students should be en- 
couraged to list the techniques shown in the filmstrip which might apply 
to a small business. Review filmstrip if necessary. 



Indicator 

6. Take students on a tour of several local retail businesses where they 
can observe layouts and displays. Encourage students to make notes 
on their observations and discussions with the retail business owner 
or manager. 
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I-Iave students complete Exercise MlCTl 2-1, "Layout and Jisplay Checklist , 
in connection with the tour. Back in the classroom, have students 
evaluate what they have seen and the results of thf checklist. Relate 
to lesson material, and review lesson Readings if necessary. 
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SUBJECT 



MARKETING 



LESSON MKT12 



MERCHANDISE UYOUT AND DISPLAY 



CASE MiaiZ - 1 



BILL'S 



TWO LAYOUTS 



Bill was planning to start \jp a ^neral store that would sell gro- 
ceries, hardware, clothing, shoes and sporting equipment. He had 
boug^it a buildiag that was 30 feet wide and 40 feet long. He wanted to 
arrange things so that the customers could serve themselves as much as 
possible. Bill also wanted his store to be easy for himself and his 
customers to move arouad in. 

^ Bill drew up two floor plans tliat he mi^t use to layout his 
store. (See next two pages.) 



Question for Discussion 

1. Which layout do you think Bill should use? Why? 
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SUBJECT MARKETING 



LESSON MlCriZ MERCHANDISE LAYOUT AND DISPLAY 



EXERCISE MKnZ - 1 
LAYOUT AND DISPLAY CHECKLIST 



Use this checklist to test one or two local businerses. 



LAYOUT 



Are the sigas placed so tliat the customer 
caa see all the store aad tell where to go 
for wanted goods? 

Does the aisle and counter arrangement iriake 
people go past many different types of 
goods? 

Do the fixtures, sigas, lettering, and 
colours all look good today? 

Do they just use hanging signs for special 
sales? 

Are the counters and aisle tables over- 
crowded with mercliandise? 

Are the ledges and cashier/wrapping counters 
kept free of boxes, unnecessary wrapping 
materials, personal effects, and odds and 
ends . 

Do they keep garbage out of si^t? 



YES 

□ 

□ 
□ 
□ 

□ 



NO 
□ 

□ 
□ 
□ 
□ 



4. 

5. 



□ 
□ 



□ 
□ 



\ 
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DISPLAY 



YES NO • 1. Do the signs tell the customer something 

interesting about the products rather than 
I I I I sinply naming the products and their prices? 



□ □ 



2. If they have advertised goods, do they have 
easy-to-see signs to guide customers to 
them. 

3. Do they display both advertised and non- 
advertised specials at the ends of counters 
as well as at the point of sale? 



□ □ 

□ □ 

4. Vflierever possible, do they give the more 

□ [ — j colourful j^rchandise in the:\r stock pre - 

I — ' ference in display? 

5. Is tliere self-service iierchaadise arranged 
so .as to attract the customer and assist 
him in, selection by the ways indicated 
below: 



a. Is each group under a separate sign? 



□ □ 

□ □ 



b. Is the merchandise in each group ar- 
ranged according to its most inportant 
display feature - colour, style, size 



or price? 



For clothing, is the merchandise ar- 
ranged by j/rice lines to help the custo- 
mer to make a selection quickly? 



d. Is sideways space usually made up of 
different items and styles within a 
group (up and down space bemg used for 
1—1 r-| different sizes - smallest at tue top, 

l—l LJ largest at the bottom?) 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB15 



SHOUID YOU SELL ON CREDIT? 



INSTRUCTOR'S GUIDE 



OVERVIEW 



Consumer credit is credit given out by a business to its custoners, 
therefore, these people owe the business money. The businessman is 
trusting these customers to pay the Lioney they owe, but many times a 
customer is not able or will not. Whether or not the business is paid 
by the customer, the business nust pay its creditors. Therefore, a 
business must set out a clear credit policy and must follow this policy 
in all cases. 

In this lesson the student discusses the problems of granting 
credit. Ihrou^ role play situations, he is faced with some of the 
difficulties he will probably meet when he is asked for credit. 

Credit is a tool to be carefully watched. Many businesses have 
gotten into serious trouble throu^ the mishandling of consumer credit. 
Before granting credit, a businessman must determine a credit policy 
and then stick by it. 



OBJECTIVE 

'Ihe student will be able to set arid use guidelines for the 
granting of credit. 



RESOURCES REQUIRED . 

1. Case FAB15-1, "The Case of Mrs. Lowe". 
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2. Projectual FAB15-1, ^TVhere Have the Cus toners Gone?" 

3. VTR uiit 

4. Case FAB15-2, "John Smith's Credit Decisions". 



MEmODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

In this lesson you will be shown sone guidelines for set- 
ting vop a credit policy for your business. 



INTRODUCTION 

Selling on credit can cause many problems.' Because ipany 
times a businessman. will have to give out credit, it is nec- 
essaiy for you to recognize these problems. Some of the de- 
cisions you must make if you give out any credit are: 

1. To whom should I give credit? 

2. How much credit should I give? 

3. Should I request security vflien I give cn^dit? 

4. What happens if I cannot collect the looney -v^^hich some 
of ray customers owe me? 

' To answer the credit questions, you have to decide on tlie 
type of CREDIT POLICY you will set up and use. 



OBJECTIVE: THE STUDENT WILL BE ABLE TO SET AND USE GUIDELINES R3R 
IHE GRANTING OF CREDIT. 



Stimulus 

2. Shov7 projectual EAB15-1, Ask students what they see in the projec- 
tual. Let them discuss their own experiences with consumer credit. 

3. Hand out case FAB15-l, "The Case of Mrs. Lowe", and read with the 
students. 
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FAB15-1 WHERE HAVE IHE CUSTOMERS GOJE? 
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Clarify Problem 

4, Have the students discuss the questicns at the end of tJxe case. 
Answers to the Questions : 

a. Is credit a ri^t or a privi.lege? 
Credit is a privilege. 

According to the Oxford Dictionary '*a ri^t is soniething 
sonieone is entitled to". In other words, there is no 
question of that person not being entitled to the service, 
act, etc. A privilege on the other hand is **a favour given 
to a few." Credit is a privilege because the businessman 
doesn't have to give credit to everyone . Ke can choose 
those to \^oT!i he will give credit. - 

b. What should the clerk do in the case of Mrs. Lowe? 

The clerk should acteirpt to calm Mrs. Lowe down -until Mr. 
Elliot can approve more credit if he feels it is safe to do so. 

There are various, things the clerk could do. 

(1) If Mr. Elliot is in the store he could have Mrs. Lowe 
speak to him. Ihe clerk should give the Lowe's account 
card and the new sales bill to Mr. Elliot so he can see 
what the problem is. 

(2) If Mr. Elliot is not available, the clerk could ask Mrs. 
Lowe to step into the office for a discussion. He would 
have to explain that the Lowes and Mr. Elliot had agreed 
on a credit limit of $125.00. If the Lowes want more 
than this amount . of credit, they must talk to Mr. Elliot 
about a hi^er limit. 

c. What should George Elliot do? . 

George Elliot should have a talk with the Lowes about their 
account. B}^ looking at his records, he can see how good 
they are at paying. He can arrange for more credit or, if 
he refuses them more credit, at least he has reasons he can 
show them. Miile it is hard to say ''no** to anyone, particu- 
larly if the person is related to you or is a good friend, a 
businessman must objectively look at the customer's ability 
to pay before he grants credit. 

Provide Information 

5. Read Section 1 of the Readings. 
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CO >iTENT 

1. What is a Credit Policy ? 

Being a businessman is not always fun because many 
businessmen get themselves into trouble when giving out 
credit. This happens because they give out credit to - 
customers without really checking to see i£ these cus- 
tomers can pay the money they owe. When it comes time 
to collect, the customers become angry at the business- 
man and hard feelings develop. A lot of the trouble 
starts because these businessmen do not use a good 
credit policy. 

A good credit policy will help you determine: 

a. to whom you can give credit 

b. how much credit you should give 

c. what terms of payment to use 

d. what to do if the person does not pay. 



6. Have the students give examples of credit policies with which 
they are familiar, for example; The policy of small stores 
with which they deal regularly, or the policy of larger stores. 

?• Ask the students what they would want to know about a customer 
before they gave him credit. Have a student list the require- 
ments on the flip chart. 

8. a. Ask the students what they would do in the following 
situations: 

(1) an uncle asks for credit 

(2) their daughter's husband asks for credit 

(3) the chief of the band asks for credit 

(4) a government employee asks for credit 

(5) a person on welfare asks for credit. 

b. Also ask the students how they would decide to give or not 
to give credit to these people? 

c. You may want to set up a role play here. Have one of the 
students play the role of the person askijig for credit 
while another plays the role of the businessman. 

Key points to watch for are: 

(1) logical arguments for and against credit 

(2) checking of past credit history 
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checking of current work situation 
checking of current salary 
diecking of amounts already owed. 

Go over section 2 of Readings*. 



2. To Whom Can You Give Credit? 

If you want to stay in business, you cannot give 
credit to everyone ^^^lo asks for it.. Remember, once your 
shelves are empty you need money to fill them up again. 
If you give credit to everybody you will not have any 
money to buy more goods. Also,, do not let friends or 
relatives force you to give them credit if they are poor 
bill payers. Many times when credit is easy to get, 
people will use it too much and end up owii:g more than 
they can pay. 

So x^4iom do you give credit to? You must know the 
person who wants credit. Does he or she pay their bills 
right away? You should try to find out whether he has 
good or bad credit at another store. Remember that iy a 
■ person does not pay his bills at another store, he prob- 
ably. will not pay them at your store either. 

You should find out how much income the person 
makes to see if he can afford to pay his bills. You 
need to know if he works only during certain seasons? , 
and if the money he earns depends on how good a season 
it was; for example, trapping, fishing, or guiding. 
You must remember if he has a bad season he will not 
have as much money as he expected, so perhaps he will 
not be able to pay his bill. 

Therefore if a person asks you for credit you must 

know: 

a. who he is 

b. if he pays his bills on time 

c. if he owes other people money 

d. at what he works 

e. how much money he earns during a year 

f. when he receives his pay. 

i If you are satisfied with the answers to these ques- 
' tions it will probably be all right to give him credit. 
! 
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10. Mention **Once you decide to give credit to a customer, you set a 
limit on the amount o£ credit used". Ask the students to come up 
with a method o£ setting a limit. 

Make sure they check such information about the customer as: 

a. money being earned 

b. past credit history 

c. ability to meet payments o£ bills 

d. security you can get in order to make sure bill will be paid. 

Have one of the students list on the flip chart the criteria they 
would use. 

NOTE: The Instructor may want to suggest three subheadings for 
this criteria: 

character - what kind of person is he? 
collateral - qan h^ offer any security? 
capacity - how much credit can he handle? 

These are known as the 3 C's of credit. 

11 • Read section 3 of Readings. 



3. Setting a Limit on Credit 

When you give someone credit, you don't allow him to 
take as much as he wants. You are the store owner so you 
must decide how much credit you can give. The person who 
gets hurt if the bill isn't paid is you, not the customer. 
So you must protect yourself by setting a limit on how much 
credit each customer can have. The important question is 
not how much can your customer afford to pay, but rather 
how much credit can you afford to give. 

When deciding how much credit )'our business can afford 
to give, you iTiUst look at your rec:)rds and remember your 
plans. Your business has bills to pay; if you give out too 
much credit you won't have the money on hand to pay these 
bills. You also have plans for your business. If you 
want to build a new building, make your present building 
larger, buy or lease new equipment, or buy more goods, you 
need money. If you give out too much credit you will not 
have the money to carry out your plans. 

You must know how much money your business will need 
before you know how much credit you can give. Many times 
you cannot give anyone credit because your business needs 
tne money right now to pay its own bills. 



1073 



FAB15 



Once you have decided how much credit your business can 
afford to give, you then have to decide how much credit cus- 
tomers will be allowed to use. You MUST set a lijnit on the 
credit you give each customer. 

When setting a limit for a customer you must look at 
who he is, what his record of paying bills is like, how 
much he earns, how much he can. afford to pay, and how iruch 
security he has. 

If the customer does not earn very much or must pay 
other bills, you should not give him too much credit. 
This doesn't mean that you doubt the customer's intention 
to pay you back; rather it means that if he gets too much 
credit he will not be able to pay you. You need money to 
keep your business going so you have to be careful how much 
credit you give out to anyone. , Once you decide what each 
customer's credit limit is you should keep within this limit. 



12. Have the students discuss the manner in which they would like their 
credit customers to pay their bills. 

a. Will they allow open accounts where the customer pays what 
he wishes when he wishes? 

b. Will they have the customer pay a minimum amount on the account ' 
each month? 

c. Will. they have the customer completely pay off the bill before 
more credit is allowed? 

An important question to bring up is how much interest, if 
any, will they charge on the unpaid balance. Remember, it costs the 
businessman money to service the accounts. 

13. Read Section 4 o£ the Readings. 



4. What Terms of Credit Should You Use? 

IVhen you give out credit, you and tlie person getting 
credit must agree when the bill is to be paid and how mxch. 
each payment should be. These are your TERMS OF CREDIT. 

Some businesses let people pay a certain amoiont every 
month. For example, if the customer owes $100. OC at the 
store, he might agree to pay $25.00 a month until the bill 
is paid. And he might also agree not to take any more credit 
uritil the current bill is paid. 
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Other businesses tell their credit customers that their 
bills must be paid at the end of the month. For example, if 
a customer's bill came to $75.00 for the month, he must pay 
this off at the end of the month before he can get any mere 
credi"^ . 

Other stores allow people to pay part of their bills 
and still get credit. For example, a customer might liave 
charged up $50.00 worth of goods in one month. At the end 
of the month he pays $25.00. The next month he might charge 
up more goods costing $30.00. At the end of that month he 
would have to pay part of his bill. The important thing to 
remember here is that you must decide on a credit limit for 
each customer. If the customer has a bill equal to the total 
amount of credit you decide to give him, then you shouldn't 
let him charge any more goods until he pays part of his bill. 

When you give a customer credit, you must make the terms 
of payment very cl^ar. Your terms of payment must ensure that 
the business will have money on hand to pay its bills and carry 
out its plans. 



14. Pause here and mention: 'TVhile it is nice to think that everyone 
who obtains credit is going to pay it back, it is not necessarily 
true". Have the students discuss the problem of unpaid bills and/ 
or slow paying accounts. Customers might become angry if the busi- 
nessman is too tough but what measures can the businessman take to 
protect himself and yet not make customers angry? What problems do 
the students see in the area of collecting unpaid bills? 

15. Read section 5 of the Readings. Have the students discuss. 



5. What If a Person Does Not Pay? 

If you give credit, one of the biggest problems you will 
face is what to do if a customer does not pay his bill. Here 
are some of the things you can do: 

a. You can sometimes repossess some of the merchandise. 

b. You can discuss it with the customer in private. (Every- 
one in the canmunity does not have to know the customer's 
credit rating.) Give him two alternatives: 

(1) He can have a new arreingement for paying his bill. 

(2) He will never again be given credit in your store. 
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I£ a person has security, you can hold it until he has 
paid. For example, when a person asks for credit a^id he 
owns some land, or equipment you can take the title. o£ it 
to make sure he pays his bill. When you take security 
make sure tliat he has paid for the security, and that it 
is wortli about the same as the amotuit of credit you are 
giving. 

Many times the customer doesn't own anything for you to 
keep until he pays. Also, many times the ainount of credit 
doesn't seem large enough for you to take something as 
security. *In these cases, you have to make sure that you 
can trust the customer to pay you back before you will give 
him credit. 

You must protect your business from losing money when people 
don't pay their bills. 



16. Summarize lesson by reading section 6 of the Readings • 
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Summary 

Before you can give out credit, you must know how much 
money you will need to pay the business 's bills. You must 
also know how much money you will need to get more goods,, 
build on to your building, or buy more equipment. Once you 
know how much money your business will need, now or in the 
future, you can decide on the amount of credit you can give. 

You cannot give credit to everyone. You must know: 

a. who the customer is 

b. if the customer pays his bills on time 

c. how much he eam*^ 

d. how much he can fford to pay. 

When you "give out credit make sure the customer knows the 
terms of credit; /that is, he should know: 

a. how much credit you are willing to give him 

b. when he has to pay the bill 

c. what will happen if he does not pay. 

It is very hard to say 'W' to a person asking for credit. 
But if you really want to make your business succeed you must 
leam to say 'W. 
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When a person approaches you for credit, or i£ you have 
to talk to a customer about his bill, you should talk to him 
where other people cannot hear you. A cus toner's credit is 
not the business o£ everyone in the ccaranunity. 

When deciding on credit, rejieuber this: Althou^ indi- 
vidual bills may be small, the sum total adds up quickly. I£ 
you do not. watch your credit you can go broke fast. 



Indicator 

17* Set up vi.deotape recorder unit. Hand out and read case FAB1S^2, 
**John Smith's Credit Decisions''. Form the stiodents into three 
groups - each group to decide hew they would play the part o£ one 
o£ the main characters in the case: John Smith, Verne Carter or 
May Jack. 

Then have one volunteer from each gTOi:^) play the roles. Have the 
volmteers leave the room to read over riieir role descriptions and 
decide how to act their parts. The students remaining in the class- 
room will prepare the room for the role-play. 

Allow about 15 minutes maximum time for each role-playing situation. 
Film both situations. 

18. Play back the videotape and have the students analyze the handling 
of the. situations. It ini.^t be best to get comments from those vAio 
played'the parts first, then comments from the ^ole grovp. Ask 
other groL^) members if they wish to act roles as different customers 
of John Smith. 

19. Have the students discuss the credit policy John Smith vised in the 

' role-play situaticsas. Have the students develop either a new credit 
policy or a more detailed one viiich John Smith mi^t use in future. 

20. Suppose Mary Jacks obtains the additional credit and later does not 
pay, how much merchandise does Verne Carter have to sell tc break 
even if he has a gross profit of 20% and a net profit of IG^o after 
expenses. 

Answer: $105.00 credit = $1,050.00 in sales to break even. 

Stress the dangers p£ too liberal a credit policy. What happens if 
15 or 20 customers do not pay? 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB15 SHOULD YOU SELL ON CRIDIT? 



CASE FAB15 - 1 
THE CASE OF MRS. LOWE 



Mrs. Peggy Lowe bought some goods at Elliot's General Store, When 
the clerk said, ''That will be $21.42 please," Mrs. Lowe said, "Charge 
it/' 

The clerk looked up Mrs. Lowe's account and found tliat the Lowes 
owed $124.50 and their credit limit was $125.00. 

The clerk said, "I am sorry, Mrs. Lowe, but your account is already 
up to the ainount for which you arranged. You will have to see Mr. 
Elliot if you want jvore credit." 

Mrs. Lowe became very angry. "I'll do nothing of the sort," she 
stormed. "You have to charge this! If you don't, I'll take my business 
elsewhere." 



Questions for Discussion 

1. Is credit a right or a privilege? 

.2. What should the clerk do in the case of Mrs. Lowe? 

3, What should George Elliot , the' store owner, do? 
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SUBJECT FINANCE, ACCOUNTIInK^, BOOKKEEPING 



LESSON FAB15 SHOULD YOU SELL ON CREDIT? 



CASE FAB15 - 2 
JOHN SMITH'S CREDIT DECISIONS 



BACKGROUND MATERIAL 

For many years Stoney Bay was a small settlement situated on the 
water route the old traders used to use. In recent years, especially 
with the building of a road, it has become ijnportant as a government 
service centre. Tlie population is about 300. 

Government services include Department of Natural Resources, De- 
partment of Health and Welfare, Department of .Highways, Royal Canadian 
Mounted Police, and the Post Office. 

There is one bulk oil distributor and two service stations. There 
is a large store belonging to one of the northern trading companies and 
a smaller store run by John Snith. There is a filleting plant which 
also sells some supplies. 

Tlie main type of work done by the people of Stoney Bay is commer- 
cial fishing. Tiiere is also, some trapping but the price of furs is 
low. In addition, some of the people work as guides for the tourists 
at two near-by outfitting camps. 

There is some social aid given to people in the settlement. The 
average yearly income of most of these people is $1,000.00 or less. 



THE PROBLEM 

John Smith, who runs one of the stores in the settlement, has to 
make a decision on credit. Tlie other store gives out credit but since 
it is only one of a large chain of stores, it does not ]iave to' be as 
concerned about people not paying their bills. If the manager cannot 
collect all the money people owe his store, he can still operate because 
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the company he v/orks for has a good credit rating with is suppliers. 
If the chain store in Stoney Bay has a bad time with credit, they can 
charge more at their other stores where there is no competition in or- 
der to make up their losses. 

Another part of the problem is that the filleting plant advances 
the fishermen groceries, gas and nets, and deducts the bills from their 
fish cheques. This is legal and it frees the manager of the plant from 
worrying about collecting the money his customers owe him. Some fish- 
ermen are always in debt to him and cannot ever pay up their bills, but 
they can get groceries in advance ivlien they need them. 

John Sinith does not like to give out credit. He needs the money 
from selling goods so that he can pay his own bills. Many people in 
the settlement have asked John for credit but he has always been re- 
luctant to give credit. This has made many people angry, and John is 
afraid that some of his customers might stop dealing with him if he 
does not give more credit. 

John and his wife have lived all their lives in Stoney Bay, and 
have many relatives and friends in the settlement. Jolin is afraid that 
if he does not give out more credit, his relatives and friends will be- 
come angry. John wants to be able to help his relatives and friends 
•get supplies by keeping his prices low but if he gives out too much 
credit he will have to charge more for his goods. John knows that he 
cannot give credit out to everybody. He must decide to whom to give 
credit at his store, how much each customer can get and what terms of 
payment he should use. Jolin needs a credit policy so tliat he can ex- 
plain to his customers why they can or cannot have credit. 



SITUATION ONE 

Description : 



Name: 



Verr.a Carter 



Age: 



28 



Occupation: - fishing, trapping, guiding 
- ge;.erally seasonal work 

Income: - usually clears about $1,200.00 per year 



Famly: 



maxxied, 5 children aged 3 to IB 
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Veme Carter and his wife have lived in the settlement all their 
lives. Veme has been a good cash customer and does most o£ his buying 
from John Smith's store. 

He is a good family man, and a hard-worker. Active in comnuiity 
affairs, he is trying to get things done for the people so that they can 
have a better life. He helped bring the fishermen together so they 
could gpt better fish prices. He is trying to bring the trappers to- 
gether so that they can get better prices for their furs. 



Situation : 

Trapping was not too good this year so Veme Carter didn't make as 
much as usual. He needs to get $100.00 worth of supplies to last him and 
his family until he can start his guiding job with Steve Marleau's Out- 
fitting canp. When he is guiding he makes good wages becaxise he is good 
at his job. 



SITUATION TWO 



Description : 
Name: 
Agp: 

Occx:5)atiQn: 

Income: 

Family: 



May Jacks 
32 

- wife and mother 

- no income of her own 

- married, 3 children 



May Jacks is the wife of Lawrence Jacks vSio works with Natural 
Resources during the summer months but does not have a steady job during 
the winter months. 

May is the sister of the store owner, John Smith. She becomes 
angry very easily, stays angry for a long time and tries to get even. 

The Jacks used to deal at the other store in town where they charged 
a lot of goods. Althou^ they paid off most of what they owed, the 
other store owner is having trouble getting the rest of his money. 
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Situation : 

May Jacks has come into John Smith's store and ordered a lot of 
goods vhich oame to a total o£ thirty-five dollars. She told the clerk 
to charge these goods. After the clerk looked at her account, he said 
she owed $75.00 already and she wasn't supposed to charge nore than 
$75.00 worth of goods. 

May became angry and told the clerk that if he didn't charge them, 
she would tell her brother (the store cwner) vdio would fire the clerk. 
Aid if he wasn't fired. May said she would never come back to the store 
and they would never get the $75.00 she owed. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB16 RECORDING CREDIT SALES 



INSTRUCTOR'S GUIDE 



OVERVIE W: 

A transaction in which a biosinessman sells merchandise to a 
customer who agrees to pay later is known as a sale on accoimt, or more 
commonly, a credit sale . The money owed by the customer for the 
merchandise is called an Accomt Receivable. 

A businessman must be able to tell at all times how much money he 
has outstanding in Accounts Receivable (that is, how much is owed to the 
business in the £onn o£ credit sales). In order to do this, an Accounts 
Receivable Ledger is set 

Also of great interest to a businessman is how much of his total 
sales are credit sales. In order to find this inforriiation, a special 
Journal called a Sales Journal is set up. 

In this lesson the student will learn how to set up and use a 
Sales Journal and an Accounts Receivable Ledger. 



OBJECTIVE 



Given a situation involving the sale of goods on credit and the 
receipt of a payment on an Account Receivable, the student will be able 
to make the correct bookkeeping entries. 



RESOURCES REQUIRED 

1. Case FAB 16-1, "Credit Sales". 
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2. Ledger sheets 

3. Projectiial FAB6-1, "The Sales. Slip"- 



METHODOLOGy 

1. Hand out the Iteadiags and read the Purpose and Introduction. 



PURPOSE 

The purposo of this lesson is to show you how to set up your 
books so that you can tell two things about your credit business: 

1. How much each credit custonBr owes to your business, and 

2. How much credit all your credit customers owe to your busi- 
ness. 



lOTRODUCTICN 

Why keep track o£ credit you give to customers? 

When a custoner C^o owes you inoney) comes in and asks: 
''How much do I owe?", you have to be able to tell him rig^t a- 
way. 

By knowing how mouch each credit customer owes you can tell 
if you can give him any more credit. By keeping good records 
you can quickly see if the customer is a good bill payer or if 
he is a poor bill payer. 

By knowing how much you have out in credit you can see if 
you have to start cutting people off from getting credit because 
you need the money right now to pay your businesses bills. 



OBJECTIVE: GIVEN A SITUATION INVOLVING THE SALE OF GOODS ON CREDIT AND 
THE RECEIPT OF PAYMENT ON AN ACCOUNT RECEIVABLE, 'IHE 
SlUDENT WILL BE ABLE TO MAKE THE CORRECT BOOKKEEPING ENTRIES, 



Stimulus 



2. Ask: "If you give out credit to different customers, how are you 
going to keep track of the amount that each caie owes you?" 
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Clarify Problem 

3. Have the stxidents discuss, any systems with which they are familiar 
(For example, stores in their coHimunity might use individual books 
or cards). Try to get the discussion centred on problems they 
have experienced m finding out how much they owed and any other 
inf:>rmation about their account. 



Provide Information 

4. Read Section 1 of the Readings. 



CONTENT 

1. Accounts Receivable 

When you give a person goods on credit you are making a 
sale. The difference between this kind of sale and those 
where a person pays cash right away is the fact that in a 
credit sale a person owes you money. 

If you give a person a loan of $50.00 cash and he says 
he will pay it back at $1.0.00 a month you will want to keep 
track of how much he has paid you back and how much he still 
owes you. Well, in business, you have to keep track of how 
much people owe you and how much they pay you. The amount of 
money a person owes your business becaiose of credit sales is 
called an ACCOUNT RECEIVABLE. 



5. Ask: 'TVhat method have you seen used to keep track of individual 
purchases?" Discuss. 



6. Read Section 2 of the Readings. 



2. Credit Sales Slip 

, When a person buys goods from you on credit you have to 
keep a record of the amount of money he owes . You can do this 
by using a sales slip. 

On the sales slip you mark the date of the sale, the name 
of the customer and the amount of the sale. Then you mark the 
bill "CHARGE'' and have the customer sign it. You have him sign 
it so that you can show him that he really did get the goods, in 
case he forgets that he bought goods from you on that day. 
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You then give the customer one copy o£ the sales slip and you 
keep one copy for your own records. 

Exainple 

On January 4, 19 John Shaw wanted to buy some groceries on 

credit from Joe Mathew. Since this was the first time John 
had bought on credit, Joe gave John a credit limit of $75.00 
John bought $23.00 worth of goods on credit. 

This is how Joe made out the sales slip: 

Step 1: Marked in the date, January 4, 19 

Step 2: Marked in customer's name, John SHaw 

Step 3: Filled in items bought, groceries $23.00 

Step 4: Marked type of sale, charge 

Step 5: Had customer sign bill. 

Joe gave the original of the sales slip to John and kept the 
copy for his records . 



Dote Vn^ 4 



10 



12 



8 




Date 

Customer's Name 
Items Bou^t 
.Amount of Sale 

Type of Sale 

Signature of 
Customer 
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7. Show Projectioal FAB6-1, "The Sales Slip", and discuss. 



8. Fill in a sairple sales slip for a credit sale using the exanple 
in the Readings. 



9. Hand out Ledger sheets, 



ERIC 



10. Read Section 3 of the Readings, 



3. Recording Credit Sales 

At the end of each day the credit sales for the day must 
be recorded. Credit sales are recorded in a special Journal 
called the Sales Journal. Only sales on credit are recorded 
in the Sales Journal. The information for the entry is 
obtained from the credit sales slip. Shown below is how 
John Shaw's sale would be entered in the Sales Journal. 
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Above is the Sales Journal entry Joe Mathew made to record 
the credit sale to John Shaw. As you can see he first re- 
corded the date of the sale, then who the sale was made to, 
the amount of the sale (without tax) and finally the amount 
of the Account Receivable. 

Below are some further exanples of credit sales and how 
they are recorded into the Sales Journal . 

George Norman; $41.00 



Bob Bell; 

C. E. O'Neil: 



January 4 
January 4 
January 5 



$10.51 
$82.00 
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11. Using the £?.ip chart, illustrate how the Sales Journal entries 
are recorded. First use the example in the Readings, then give 
further examples, if necessary. 

12. Read Section 4 of the Readings. Using the flip chart illustrate 
how Sales Journal entries are posted daily to Accounts Receivable 
Ledger Accounts. Discuss. 



4. Posting the Sales Journal to the Accounts Receivable 
Ledger 

If you have 10, 20 or more customers who buy on 
credit from you it will become difficult to know how much 
each owe to you, unless you keep a record for eadi customer. 
To' do this you set up an Accounts Receivable Ledger in 
which individual accounts for each credit customer are kept. 

You use a number of pages for the Accounts Receivable 
Ledger since you need one page for each customer. At the 
top of the page you mark the customer's name and address. 
You should also put the credit limit the customer can use. 
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At the end of each day you transfer the information 
from the Sales Journal to the individual accounts receivable 
cards. For each account, add the new sale to the aiiiount of 
money already owed to get the balance (that is, how much 
he owes you now) . 



When Joe recorded the credit sale for John Shaw, he 

recorded the date, January 4, 19 . He recorded what the 

entry was (a sale) Then he recorded the amount of the sale 
into the DEBIT column ($23.00). Money people owe you 
(accounts receivable) is listed as a depit . When you record 
accounts receivable you debit the person's account because 
your business received a benefit by getting more accounts 
receivable. Your business received this benefit from making 
a credit sale. 
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l3. Read Section 5 of the Readings. Using the flip chart illustrate 
the inonth- end' procedures necessary to record the credit sales 
into the General Ledger. 



5. Posting Sales Journal to the General Ledger 

At the end of the accounting period, the totals of the 
two columns in the Sales Journal are posted to the General 
Ledger accounts. The accounts involved in this entry are: 

Accounts Receivable Control 
Credit Sales 

a. Accounts Receivable Control 

This accomt takes the place of the customer's accounts 
in the General Ledger. It shows in summary foiTn all of 
the information shown in detail in the Accounts Receiv- 
able Ledger. 



b. Credit Sales 

Many times a business will have two sales accounts in 
its General Ledger: 

(1) Cash Sales - sales which are paid for at the time 
of purchase . 

(2) Credit Sales - sales in which the customer takes 
the merchandise and promises to pay at some later 
date (sometimes called charge sales) . 

It is sometimes very helpful to be able to distinguish 
between the two types when analyzing your operations 
ovei* an accounting period. 

c. Posting Ae Sales Joumal- 

The accounts receivable and credit sales in the Sales 
Journal are totaled for the period. The totals are 
recorded in the General Journal as follows: 

Debit: Accounts Receivable Control 
Credit: Credit Sales 

On. the following page is Joe Mathew's Sales Journal for the 
month of January: 
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2 



2i 
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Joe's General Journal entry for January's credit sales 
and accounts receivable would look- as- shown below: 







y 


















































lot. 



























After making the above General Journal entry, Joe would 
post the' 'general Ledger accounts: accomts receivable 
controi:"^aiid credit sales. 
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14. Ask the students how they could detemine i£ the information 
in the Accounts Receivable Ledger balances v.dth that entered 
into the General Ledger. Discuss. " . 

15. Read Section 6 o£ the Readings. Discuss. 



6. The Accounts Receivable Summary' - 

At the end o£ each month, a . nummary of the balj^nces 
of the customers.' accounts in the Accounts Receivable Ledger 
is prepared. The total of uiis summary must agree with the 
balance of the accounts receivable control in the General 
Ledger. 
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ACCOUNTS RECEIVABLE SUNWARY 



January 31, 19 



Bob Bell 


$ 37. 


00 


Mathew Jones 


63. 


25 


Sonny Mann 


27. 


00 


George Norman 


65. 


00 


C. E. O'Neill 


107. 


00 


John Shaw 


67. 


00 


Mary '^ee 


35. 


75 


TOTAL 


$ 402. 


00 



16. Read Section 7 of the Readings. 



7. Summary 

Only credit (charge) sales are recorded in the Sales 
Journal. Each credit sale is recorded into the individual 
customer's account \^ich is in a separate ledger called the 
Accounts Receivable Ledger. (The credit sales should be 
posted daily to the Accounts Receivable -Ledger) . 

At. the end of the accounting period the totals -of the 
Sales Journal are posted to the General Ledger accounts: ■ 
credit sales an^ accounts receivable control. The total of 
the credit sales column is credited to the credit sales 
account; the total of the accounts receivable column is 
debited"^ to the accounts receivable control account. 

Accpuhts receivable records are very inpbrtant. By 
' having good records you can tell how much money you have out 
in credit. You Lan also tell how good a customer's credit 
rating is. If die customer is slow paying or doesn't pay 
his account at all, you can use your records of his account 
to show him why you have to cut him off "credit or have to 
put more restrictions on giving him creait. Remember credit 
is money that people owe you. If credit customers don't 
pay you what they owe, you are going to have trouble paying 
your own bills. A good set of records will help you keep 
trade of money owed to you so that you can look after your, 
business better. 
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Indicator : 

17. Hand out Case FAB16-1, ^'Credit Sales*\ 



18. Read the case and instruct the s*:udents to set up the necessary 
books, etc. required to record the credit sales for the" month o£ 
August. After recording the Sales Journal, Accounts Receivable 
Control Ledger and General Ledger, have them prepare a Summary 
of Accounts Receivable for the iiionth of August. 
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Gsneral Journal Entry. 
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ACCOUNTS RECEIVABLE SUMMARY 



August 31, 19 



Allen John 


$ 17.61 


Bill John 


16.62 


Jason King , , 


13.08 


Connie Mack 


35.02 


Jack -Mason 


7.12 


Bob 'Matson 


25.54 


Abe Miller 


47.36 


William Rat 


35.43 


Mary Sue 


18.40 


Herman Williams 


74.63 


TOTAL 


$290.81 
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LESSON FAB16 RECORDING CREDIT SALES 

CASE FAB16 - 1 
CREDIT SALES 



Bill Duran had been approached by some of his customers about the 
chance of their buying on credit. Bill was troubled because he knew 
that credit could give trouble in a small store just as easily as in a 
large store. Bill felt that many of the people who had asked for credit 
would be good customers, and if he didn't allow some credit they might 
buy most of their goods elsewhere. Bill decided to give out some credit 
but only to those wlio would agree to the guidelines he wanted. These 
guidelines were: 

1. A credit limit of $75.00 for all customers. 

2. The bill had to be paid off by the end of 30 days, 

3. Only those customers vfco had an assured source of money would get 
credit . 

While these guidelines were fairly general, they gave him some basis for 
saying yes or no to a request for credit. 

When a credit sale \fas made Bill wrote it out on a sales slip, had 
the customer sign it and then he put the sales slip into a box. Although 
he had a record of all his credit sales for the month he didn't know how 
much, each customer owed him. He had to straighten the confusion fairly 
quickly before the customers began paying off their bills. 

Bill asked his friend to set i^) a system he can use to keep track 
of his credit sales. He gave him the following sales slips. 



INSTOUCTION 

1. Suppose you are Bixl's friend; set up a system for keeping track of 
how much each customer owed. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB17 RECORDING CASH RECEIPTS 



INSTRUCTOR'S GUIDE 



OVERyievV 

The Cash Receipts Journal is designed to record receipts of cash 
from all sources. Sales and accounts receivable are usual sources o£ 
cash receipts and occur v;ith sufficient regularity to warrant special 
credit columas ia the Cash Receipts Journal. Sales tax (to be discussed 
in lesson FAB18, "Sales Tax", also occurs with enougji regularity to 
warrant a special credit colunn. As mny other credit colums as 
needed may be added. A miscellaneous or sundry colijmn should be in- 
cluded to provide for any miscellaneous sources of funds (any sources 
which do not oecior with any amouit of regularity) . A debit cash colum 
is necessary in order to conplete the debit/credit equation. 

The items in the miscellaneous, and accounts receivable colums are 
posted as they are recorded. 

Ihe total of the cash sales, sales tax, accounts receivable, and 
cash columns are posted to the appropriate accounts at the end of the 
accointing period. Hxe total of the miscellaneous colunn does not have 
to be posted at this time because each item in it has been posted when 
journalized. 

The Cash Receipts Journal allows the manag^.r to concentrate all 
cash receipts into one book. 



QBJECriVE 

Given information about various cash receipt transactions, the 
stiidents will correctly record this information into a Cash Receipts 
Journal . 
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RESOURCES REQUIRED 

on Accomt" 
Cash Receipts^* 

(multi-coluim pages) 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction . 



PURPOSE 

In this lesson you will leam how to set up and use a special 
Journal in which is recorded all the cash receipts of the business. 



INTRODUCTION 

Cash is necessary to keep a business operating^ Cash in- 
cludes both currency and bank deposits. Without cash, a business 
operation will soon com to a stop; therefore, it is of vital 
interest, to tlie businessman to know where the cash is coining from. 
The cash receipts of a business are recorded in a special Journal 
called a Cash Receipts Journal. 



2. Possible discussion points: In lesson FAB14, "Recording Your 
Purchases", the idea of using special Journals for certain types 
of transactions was first introduced. So far, the student has set 
up and used two special Journals, the Accounts Payable Journal and 
the Accounts Receivable Journal. The student is now introduced 
to two Journals tliat are used for cash transactions. In this les- 
son he uses a Cash Receipts Journal; in FAB 19 he uses a Cash Pay- ^ 
msnts Journal. Ihese cash Journals are useful in that tliey show 
from where cash was received and to i^ere cash was paid, and they 
are used as a control tool when balancing cash held by the business. 
It should be pointed out that the term cash refers to both bank 
deposits and currency. While the accounting system used to date 
deals only with currency, the principals of bookkeeping apply to 
bank deposits in the same manner. (Deposits will be discussed 
starting in lesson FAB21.) 



OBJECri\/E: GIVEN INFORMATION ABOUT VARIOUS CASH RECEIPT TL'^nISACTIONS, 
THE STUDENTS WILL CORRECTLY RECORD THIS INFORMATION INTO 
A CASH RECEIPTS JOURNAL. 



1. Exercise FAB17-1, * 'Payments 

2. Case FAB17-1, "Bill Duran's 
3* Ledgpr sheets 

4. Cash Receipts Journal paper 
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Stijnulus 

3. Ask tlie students vAiat sources o£ cash there are ia a business. 



Clarify Problem ■ ' 

4. Lict the students' answers on a flip chart. Some sources they may 
mention are: ' 

a. Cash sales 

b . Payments on account 

c . Loans 

d. Additional investment by owners 

e. S^ale of used assets. 

5. Ask the students if they feel it would be useful to have a record 
of the cash receipts of the business. Discuss. Points to bring 
out in the discussion: 

a. It is inportant for the manager to calculate his. total sales 
for a stated accounting period. In order to do this, he must 
know the total cash sales and the total credit sales for .that 
period. 

b. For planning purposes, the manager must be aware of past 
sources of cash in order to project figures for future periods* 

c. The manager must be aware of wiio has paid on accounts re- 
ceivable and the amornts paid. 

d. A record of cash receipts is extremely helpful in controlling 
the amount of cash on hand (determining if the proper aircunt 
is actually held by the business). 



Provide Litormaticgi 

6. Ask: **If a record of cash receipts is requiredi how is one to be 
set tp?" Discuss. 

7. Read Section 1 of the R:;adings. 



CONTENT. 

1. The Cash Receipts Journal 

A special Journal in which all cash receipts of the 
business are recorded is called the Cash Receipts Journal. 
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TKis Joumal describes the sources from which the .cash 
was received. The amoint o£ description (throu^ the lose o£ 
specific coltmns) depends vpoa the business concerned. A 
Cash Receipts Journal that is common to many types o£ busi- 
nesses is: 



:SAj.^j5 (^^ ) TA X 



a. Description of the Colunns 

(1) Date : The date the cash is received is recorded 
in this coluim. 

(2) ' Description: Ihe accomt \^ich is to be credited 
with tne c 



cash. 



(3) Cash Sales : Money received from the sale of mer- 
chandise . 

(4) Sales Tax : Sales tax collected on cash sales. 

(5) Accounts Receivable (Acc/Rsc) : The amount received 
as payment on account. 

(6) > H-s ce 1 lane ous (Mis c) : The amouit to be credited to 
aiy accomt except sales or acc/rec. 

(7) Cash : As this is a Cash Receipts Joumal the cash 
account is the account that is receiving all the 
debit entries that are required to conplete each 
transaction (as specified by the debit/credit rule). 
At the end of .the accounting period the total of 
all the credit colums is used as the debit entry 
for cash. 



Hand out the pages for the Cash Receipts Joumal. Read Section 2 

of the Readings. • Illustrate the exaiiple in the leadings on the flip 

chart. Jbi order to clarify procedure, it migjit be necessary to use 
additional exaii5)les. 
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2 , Recording in the Cash Receipts Journal 

The first entry to be put into the Cash Receipts Journal 
is the figure showing the amoint of cash on hand at the be- 
ginning of the period. As this figure is already in the Gen- 
eral Led^r, it is entered only as a nBirprandv i in the Des- 
cription colum and not in a jnoney columa. 



A^i^^i^s^fCiZi,} ^^^^^^^ 



Thereafter, each transaction involviag cash receipts is 
recorded in chronological order. The accouit being credited 
is written in the description colunn, and the ainouit of the 
credit is written in the appropriate amomt colunn. 

a. If the money is received from the sjile of merchandise, 
the amount credited is written ia tlie ijales colvmii. 

b« If the mcsney is received as a payment en an account re- 
ceivable, the aiicint is written in the acc/rec colunn 
and the name of the accomt receival^le account to be 
credited is writt'^n in the description colunn* 

Co If the money is received for a purpose other thaii a sale 
of merchandise or as payment en account, the ainomt is 
written in the misc. colunn and the account to be cred-^ 
ited is written in the description colunn. 

Exaii5)les : 

a. Cash Sales for January 4 were $109.00 

b. Received $12.00 on accomt from John Shaw 

c. Put an additional $100.00 of own money into the business. 
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During January 4, tlie business had received $221,00 in 
cash receipts. The cash on hand should be ($221,00 + $769,25) 
= $990.25. 



9. Read Section 3 o£ the Readings. 



3. Posting the Cash Receipts Journal - 

Each ajnount in the miscellaneous column o£ the Cash Re- 
ceipts Journal is posted to the credit o£ the accoun-*- ncimed 
in the description colunn 

Likewise, each amouit in the accounts receivable coluim 
is posted to the credit o£ the customer's account named in 
the acc/rec coIuhtl; these accounts are £bund in the Accomts 
Receivable Ledger. A check mark M is placed in the colunn 
headed {/) to indicate tliat the amount has been posted. 
Ppsting to the Accounts Receivable Ledger must be done daily. 
Hie iteiTS in the misc. colunn should also be posted daily. 

At the end o£ each accounting period, the Cash Receipts 
Journal is totalled and summarized. Each o£ the coluims is 
totalled a.dd the total written at the bottom o£ each column. 

Hie total o£ the acc/rec colunn is posted to tlie accounts 
receivable- control account. The total o£ the cash sales 
col\jnn is posted to the cash sales account. The total o£ the 
sales tax column is posted to the sales tax account. As tlie 
items in the misc. colunn have been posted daily there is 
no need to post tlie total o£ this coluim. Tne total o£ tlie 
cash colunn is posted to the cash account in the General 
Ledger. 



1126 



FAB17 

























































































































1 


0 






































/ 






































/ 




















/ 


z 










































/ 


6 








/ 




o 












f 


t\ 












'1 








/ 










a 
















































































Si 


A 


/ 






























































/ 


o 


f 






















































/ 








































T7.^<i^ ... 














( 
















































9- 


/ 








pi 


/ 







































10. In the Readings, it is menticneci that the transactions involving' 
Accounts Receivable should be posted daily. In order to illustrate 
how the transactions are recorded in the Accounts Receivable 
Ledger,, put the following exan^jle on the flip chart: 

Exanple 



Customer: J. BlackstoTLe 
Credit Limit: $100.00 



Credit Sales 



Sept. 21 15.61 
23 11.79 
26 61.79 

Payments on. Account 

Sept. 25 15.00 
31 74.19 
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ACCOUNT ND.^ 



SHEET ND. 
. TERMS 



CREDIT LIMIT — Jn^' 




11, Hand out Exercise FAB17-1, "Payments on Account", and ledger sheet 
to the students. Instruct the students to record the transactions 
in the exercise. 
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12, Rear', Secticfn 4 o£ tJie Readings aiid discuss. 



4. S ummary 

All cash receipts, and cnly cash receipts, are recorded 
in the Cash Receipts Journal, 

The total amount of cash receiA^d is entered in the 
debit column of the cash accoijit. 

Amounts entered in the accounts receivable colunn are 
posted daily to the credit of the elastomers' accounts in the 
Accounts Receivable ledjar* The total of the accounts re- , 
ceivable column is posted to the credit of the accounts re- 
ceivable control account In the General Ledger, 



Indicator 

13, Hand out Case FAB17-1, ''Bill Luran's Cash Re^ceipts", Instruct the 
students to set up all the necessary records to record the cash 
receipts, and to post all the necessary accounts. After they have 
coii5)leted the posting, ask the following questions: 

a. How much was received from Cash Sales during the accounting 
period? 

b. How much were the total sales for the period? 

NOIE: The students will need information from Case FAB 16-1 to 
answer questions b, and c, 

c. Whnt is the balance of the Accoints Receivable Ledger for 
the accomting period? 
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Sizmnaiy of Accomts Iteceivable 
As of August 31, 19 



Bill John 


$ 16 


.62 


Cotinie. Mack 


35 


.02 


Jack Mason 


5 


.07 


Bob Mats on 


25 


.54 


Abe Mi. lie r 


47 


.36 


William Rat 


23 


.68 


Mary Sm 


18 


.40 


Herman Williams 


14 


.63 


Total 


$186 


.32 



Cash on Hand 

Beginning Balance $3,303.02 

Receipts 4,109.07 

On hand $7,412.09 

Cash Sales for month $3,148.06 

Credit Sales for month 290.81 

Total Sales $3,438.87 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB17 . RECORDING CASH RECEIPTS 



CASE FAB17 - 1 



BILL DURftJ>J' S CASH RECEIPTS 



Bill Duran is interested in finding out how much cash the Middle 
Rapids Trading and General Store has taken in during the month of August 
He also wants to up-date his Accounts Receivable Ledger by entering the 
payments on accounts received during the month. As Bill's friend has 
just finished setting up a Purchases Journal and Sales Journal, Bill 
asks him to set up the necessary books to record his cash receipts for 
the month. Bill brought along the following information for his friend 
to use when setting up the books and recording the transactions to date. 



DATE 



TOTAL CASH. SALES 



1 
2 
3 
4 
5 
6 
8 
9 
IQ 
11 
12 
13 
15 
16 
17 
18 
19 



$155.21 
123.36 
186.14 
105.25 
147.98 
203.33 
106.16 
111.31 
131.05 
162.98 
98.98 
141.34 
188.66 
116.47 
216.77 
198.98 
134.05 
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DATE 


TOTAL CASH SALES 


20 


$143.67 


Z2 


162.17 


23 


166.82 


24 


147.38 


25 


99.28 


26 


136.83 


27 


177.76 


29 


165.50 


30 


155.71 


31 


121.44 



The following anK)unts were received on account: 



DATE 


ACCOUNT 


.AMOUNT 


August 28 


Allen John 


$17.61 


August 6 


Jack Mason 


2.05 


August 25 


William Rat 


11.75 


August 15 


Herman Williams 


10.00 


August 30 


Jason King 


13.08 


August 31 


Herman V/illiams 


50.00 



Tne Sales Journal appears on the following page.' 



INSTRUCTIONS 

Once again put yourself in tlie position of Bill's friend. 

1. Record the Cash Receipts information into a Cash Receipts Journal. 

2. Using the above infonnation and information from Sales Journal^ post 
the Accounts Receivable Ledger. 

3. Summarize and total the Cash Receipts Journal and post information 
to the proper General Ledger accounts. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 

LESSON FAB17 RECORDING CASH RECEIPTS 



EXERCISE FAB17 - 1 
PAYMENTS ON ACCOUNT 



Suppose you own and operate a retail business. Jacob John is 
one d£ your credit customers. On. October 10th he owed you $20.21. 
After October 10th he bought on credit aiid paid on his account as 



follows: 






October 12 


OhsTge 


$12.10 


October. 14 


Oiarge 


3.29 


October 15 


Chaige 


6.47 


October 18 


Received on Account 


25*00 


October 19 


Charge 


18.40 


October 25 


Charge 


7.25 


October 28 


Charge 


14.72 


October 30 


Charge 


6.12 


October 31 


Received on Account 


63.56 



INSTRUCTIONS 

1. Record these trar^actions in the customer's individual account. 
This customer requested a credit limit o£ $100.00. I£ this 
month is an exan^jle o£ his btisiness dealings, what credit limit 
would you give him? . 
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SUBJECT 



FINANCE, ACCOUNTING AND BOOKKEEPING 



LESSON FAB18 SALES TAX 

I 



INSTRUCTOR'S GUIDE 



OVERVIEW ^ 

Most provinces in Canada have some form o£ sales tax. This lesson 
introduces the students to the sales tax; the goods it is paid on, who 
pays it, and how a businessman can keep records for it. 

Most o£ the regulations dealt with in this lesson are with regard 
to the education and health tax applicable in the province o£ Saskat- 
chewan, but the calculations and record-keeping functions can be applied 
to any sales tax used in other provinces. The percentage and the list 
of exempt goods might change, but the need to keep records and to ranit 
collections would not change. Therefore, the purpose of this lesson is 
to help the students become conpetent in handling sales tax records. 
The instructor should obtain the necessary documents for his province 
and adapt the lesson accordingly. 

OBJECTIVES 

. . The students will be able to: 

1, State v^iat a sales tax is, vAio pays it, and who collects it, 

2, identify fran a list of goods those which are taxable, 

3, List the records needed for sales tax, 

4, Correctly complete an application for a vendor's licence when 
given the necessary facts and fig'jres, , 

5, Correctly calculate the sales tax payable on a given sales trans- 
action. 
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6. Correctly conplete a sales slip containing a sales tax calculation. 

7. Correctly conplete the necessary Jourrial entries and post tlxem to 
the proper General Ledger account, 

8. Correctly couple te a Quarterly Return o£ Sales and Tax Collections 
form, given the necessary facts and figures. 



RESOURCES REQUIRED 

1. Exercise FAB18-1, "Taxable/Non- taxable Sales" 

2. Projectual FAB6-1, ''The Sales Slip" 

3. ' Application for Vendor's Licence fonns 

4. 5% provincial sales tax tables 

5. Quarterly Return of Sales and Tax Collection forms 

6. Flip chart 

7. Booklet, "'Ihe Education and Health Tax Act" or a similar explana- 
tory booklet in other provinces. Cone copy for each student) 



MBIHQDOLOGY 

I 

1. Hand out the Readings; read and discuss the Purpose and Introductiai. 



PURPOSE 

In this lesson you will be jable to tell \diat Education and 
Health Tax is, vAio pays the Taxj, how it is calculated and recorded, 
and how you can remit it to the government. 



INTRODUCTION 

If you are in a province that has a sales tax, you naist know 
vjhich of the items you sell axe taxable and which axe not. You 
must also know how and when you have to pay the sales tax. And 
finally, you must know how to keep track of the tax you collect. 
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OBJECTIVE 1: THE STUDENTS WILL BE ABLE TO STAIR WHAT A SALES TAX IS, 
WHO' PAYS IT, AND WHO COLLECTS IT. 



Stimulijs 

2, State: "Govemments have to provide many different services to 
many different people. Since goA^mments don^t sell goods and 
services, how do they get the money they need to provide these 
services?*' 



Clarify Problem 

3. Have one of the students list the answers on the flip chart. 
Provide Information 

4. Read Sections 1, 2, 3 and 4 of the Readings with the students: 



QONTENT 

1. What is Sales Tax? 

In Saskatchewan, your business custoinsrs migjit hs-ve to 
pay a sales tax when tJiey buy certain goods from you. This 
sales tax is called EDUCATION and HEALTH TAX. 

The money from this tax is used to pay for education and 
health services given by the provincial government. 



2. Who Pays the Tax? 

Every person who buys goods from a business must pay the 
tax if he is going to use the goods he bou^t. For exanple, 
a person buying shot shells to use when he goes hmting pays 
the tax on the shells. 



You should be aware that Native jpeople who have treaty 
nunbers do not have to pay sales tax ^ Saskatchewan. 



3. When is the Tax Paid ? 

Sales tax is paid when the customer makes a purchase. 
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I£ a customer pays cash for the goods, the tax is part of the 
amount he pays. If a customer buys on credit, the tax is 
added into the amount he must pay. 

4. Who Collects the Tax? 

You, the businessman, are responsible for collecting the 
tax. When a cash sale is made, you collect it at the time of 
the sale. When a sale is on credit, you must add the tax to 
the price of the goods because you are responsible to the 
government for collecting the tax. Remember, you have to 
send in. the tax owed whether you collected it or not. 



Indicator 

5, Ask the group to summarize the Readings by putting on a flip chart 
the answers to the following: 

(a) What is sales tax? (a tax on consimier goods) 

(b) Who pays sales tax? (the person who is buying the goods) 

(c) When is the tax paid? (at the time of the sale) 

(d) Who collects the tax? (the businessman who makes the sale) 



OBJECTIVE 2: THE STUDENTS WILL BE ABLE TO IDENTIFY FROM A- LIST OF 
GOODS THOSE WHICH ARE TAXABLE. 



Stimulus 

1. Ask: *TVhat are some items on which sales tax is not paid?" 
Clarify Problem 

2. Have one of the students list the answers on the flip chart. 
Discuss. 



Provide Infomation 

Refer the students back to the 
*'Are there any items to be 

r . ■ 



3. Read Section 5 of the Readings, 
list on the flip chart and ask: 
changed?" 
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S. Wiat Goods are Free from Sales Tax? 

The tax is paid on all ^oods except those listed below 
or those bou^t by Native people with treaty nuirbers. 



GOODS EXEMPT FROM EDUC ATI ON AND hffiALTM TAX^ 

1. agricultural products bought by a farmer for use in the 
operation of his faim 

2. fishing nets 

3. used vehicles if the tax has been paid on them before 

4. fuel oil 

5. drugs and medicines 

6. food, except when served in an eating place 

7 . tobacco ' 

8. material used for the purpose of being processed or 
manufactured into other material for resale. 

* For a complete list, look at pages 6, 7, 8, 9, 41, 42, 

43 and 44 of the Sooklet called The Bdixcation and Health 
Tax Act' , Taxation Branch, Treasury Department, Government 
of Saskatchewan. 



4. liand out the Exercise FAB 18-1, 'Taxable / Non-taxable Sales^\ 

• Have the students complete the exercise. Ask individual students 
to give their answers. Ask the other students if they agree or 
disagree with the answers as they are given. Discuss any disagree- 
ments . 



Make sure all students have corrected their answers to this exercise. 
Correct answers are shewn below: 



Soup non-taxable 

Cigarettes . . now- taxable 

Belt taxable 

Work Socks taxable. ' 

Meat •......<* non- taxable 

A desk for an office . . . • taxable 

Chairs bought by you for resale non-taxable 

Chiairs for a cafe taxable 

Drugs prescribed by a doctor .......... nm- taxable 

Pants taxable 

Frying pan tiixable 

Wrenches . taxable 

A muffler put on your car in a garage, • . . . . taxable ■\ 
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Flannelette blankets 

Shoes . 

Shotgun shells . . . 

Flour 

Pliers . 

Screwdriver .... 
Gasoline ...... 



taxable 
taxable 
taxable 



nan- taxable 



taxable 
taxable 



Tion- taxable 



NOTE: If a treaty number is given, there is no sales tax on any 



Indicator 

5. Judge the students' performances in completing the exercise. 
Reviei^^ the above materials if it is necessary. 



OBJECTIVE 3: THE STUDENTS WILL BE ABLE TO LIST THE RECORDS NEEDED FOR 
SALES TM. 



1. Ask: 'TVhat records will you need to keep track of sales tax?" 
Clarify Problan 

2. Have one of the students list the answers on the flip chart. 
Discuss. 

Provide Information 

3. Read Section 6 of the Readings. 

6- What Records do You Have to Keep for Sales Tax? 



Because you are acting as a collector of the tax for 
the provincial government, you have to keep certain records 
and fill in special forms. 

You have to keep (a) records of ell the ixirchases you 
make for the business and (b) records of a^ll the sales you 
make to the custaners . 



item- 



Stimulus 
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In Saskatchewan the forms you have to complete aro called 
an Application for VencJor's Licence (The Educaticm and Health 
Act - Section 4) and a Province of Saskatchewan Treasury De- 
partinent Return of Sales and Tax Collections Quarterly Return. 
Later in this lesson you will be shown how to conplete these 
f onus . 



Indicator 

4, Refer back to the student' :i list of needed records that were put 
on the flip chart. Discuss and clarify any problems the students 
have in mderstanding the records. 



OBJECTIVE 4: THE STUDENTS WILL BE ABLE TO CORRECTLY CCMPLETE M APPLI- 
CATION FOR VENDOR'S LICENCE WHEN GP/EN IHE NECESSARY FACTS 
AND FIGURES. 



Stimulus 



1. Hand out Application for Vendor^ s Li,cence forms to each stiident, 
or have them use the form in the Readings. 



Provide information 



2. Read Section 7 of tiae Readings. 



7. What Licence Do You Need to Collect the Tax? 

No business can sell goods in the province at retail 
prices unless it holds a licence to do so. "Die licence needed 
is an iqp-to-date Vendor's Licence. Even if the business is 
cn Reserve land, a business vdll need this licence. 

The Vendor's licence gives the business the authority to 
collect sales tax. The licence is. used to register the busi- 
ness under the rules of 'the Education and Health Tax Act. 

Getting a licence doesn't cost you any money. When you 
go into business you just have to fill out a foonm called the 
^plication for Vendor ^s Licence . You can get the forms from 
tne Provincial Treasury Department, Taxation Branch. • 



■ 1 

1149 



PAB18 



APPLICATION FOR VENDOR LICENCE 
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1. 

2. 



15. 



THE EDUCATIQM AND HEALTM TAX ACT 
(Section 4} 

Licence will not be issued unless all questions are answered and 
applicant completes the form o£ undertaking appended. 



Name o£ business. 
Owner 



(PRINT - Do not write) 



(Print - Christian and Surname in full o£ owner or partners i£ 
different from above) 

3. Location of business ; 

(Give land location if not within City, Tovai or Village) 

4. Mailing address, if different from #3i... 

5. Opening date of business ' 

(Date, Month, Year) 

6. Nature of business 

(Hardware, Grocery, Garage, Etc.) 

7. Amount of stock to be normally carried $ 

8. If business operated is a garage or service station, state number of 
gas pumps in use 

9. ' Type of ownership 

(STATE whether Individual Proprietor, Partnership, Corporation) 

10. If you are buying this business, give name of party from whom 
buying date Licence no 

11. Have you received your copy of the certificate that the previous 
owner has paid all tax in full (Under the Act, you may be 

(YES or NO) 
held liable for any unpaid tax) . 

12. IVhat licences to engage in the business described above do you now 
hold 

13. Dc you operate other retail establishments 

14. If so J (a) state address and licence number of each other establish- 
ment: • • • • • 

(b) Do you wish to make one return covering all business done 



(YES or NO) 

List Ed. ^ HeaZ'h Tax Licences previously issued to you, now 
cancelled, if any. 

Licence number: Under name of: Address: 



The above-named applicant hereby makes application for Vendor ^s Licence" 
under the Education and. Health Tax Act, and agrees to accept the 
responsibilities as set out in the Act, collect the tax imposed, and - 
account to the Minister for al^ moneys collected under the Act. 

CERTIFICATION 

The above statements are hereby certitled to be correct to th^best 
knowledge and belief of the undersigned. 

Name of business • Signature • 

Date Title 



If the applicant is a corporation, the application shall be under the. seal 
of the corporation and signed by the proper officers duly authorized. 
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3. If an opaque projector is available, use the information following 

to show students how application is filled out. 

a. Name of the business - NHVSTART STORE 

b. Owner - name of instructor 

c. Location of business - location of school 

d. Optional 

e. evening date of business - 27/12/72 

f . Nature of business - grocery 

g. Amount of stock - $4,000,00 
•h. Nil 

i. Type of ownership - individual proprietor 

j. Not used for this example 

k. Same as 10 

1, List any other licences, such as gasoline vendor's licence 

m. Not applicable 

n. Not applicable ^ 

0. Not applicable 



Indicator ' 

4. Have the group fill out the application form using their own per- 
sonal infoiniation. 

5. Ask the stiidents to exchange applications to check for each other's 
mistakes. 



OBJECTIVE 5: THE SlUDENTS WILL BE ABLE TO CORRECTLY CALCULATE THE SALES 
TAX PAYABLE ON A GIVEN SALES TmiSACTICN/ 



Stimulus 

1. State: "Ihe sales tax (in most provinces) is 5% of the price of 

the taxable goods", (Work with the sales tax rate 6f your province) 



Provide Information 

2. . Read Section 8 (a) pf_the Readings. 
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8 . How do You Calculate the Tax? 

a . , Sales tax is S% of the price of the taxable goods. 
[Saslcatcheitfan, 1972) 

NOTE: If the sales tax rate is different in your • 

province, you may prefer to work with the rate 
of your province. 

For example, if the price o£ goods being bought by a 
customer was $5.00, and if all the goods were taxable, 
the tax would be: $5-00 x 5 = $ .25 or 2S^. 

100 



4. 
5. 



Have the students do the following two questions. Then have, one 
student put his work on the flip chart. Ask the group if they agree, 
Provide the correct answers . ^ 



Question 1 

Anount of taxable goods - $15.00 

Rate of tax: - 5% 
How much tax is paid? 

Question 2 

' Amount of taxable goods - $7.70 

Rate of tax - 5% 

How much tax is paid? i 



Answer : 

$15.00 X 5 = $.75 or 7;:>^ 



Answer: 

$7.70 X 5 = $,385 or 39*^ 
100 



Hand out the S% provincial sales tax tables. 

Ask the students to Read Section 8 (b) of the Readings. 
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8. b. Using Tax Tables 

Instead of having to calculate what the tax would be 
every time you make a sale, you can use the 5% Provincial 
Sales Tax Table, 

To use the table you look up the amoimt of the sale in the 
column, "Amount of Purchase" and read off the amount of 
tax in the 'Tax" column. 

In the case of a $5.00 sale, you look down the column, 
"Amount of Purchase" until you come to the amount marked 
$4.90 - $5.09. $5.00 comes between these two numbers so 
you charge the tax marked next to these numbers. You can 
' see that the tax is 254- 
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EXAMPLE 



51 PROVINCIAL SALES_ TtA; Xj 
AJVOJNT OF PURCPiASE TAX mO\m OF FURCH/VSE TAX 



$0.00 


-. 


$0.14 


0* 


$5.10 


- 


$5.29 


26* 


.15 


- 


.29 


1* 


5.30 


- 


5.49 


27* 


.30 


- 


.49 


2* 


5.50 


- 


5.69 


28* 


.50 


- 


.69 


3* 


5.70 


- 


5.89 


29* 


.70 


- 


.89 


4* 


5.90 


- 


6.09 


30* 


.90 


- 


1.09 


5* 


6.10 


- 


6.29 


31* 


1.10 


- 


1.29 


6* 


6.30 


- 


6.49 


32* 


1.30 




1.49 


7* 


6.50 




6.69 


33* 


1 . 50 




1.69 


H 


6.70 




6.89 


34* 


1.70 




1.89 


H 


6.90 




7.09 


35* 


.1.90 




2.09 




7.10 




7.29 


36* 


2.10 




2.29 


11* 


7.30 




7.49 


37* 


2.30 




2.49 




7.50 




7.69 


38* 


2.50 




2.69 


13* 


7.70 




7.89 


39* 


2.70 




2.89 


14* 


7.90 




8.09 


40* 


2.90 




3.09 


15* 


8.10 




8.29 


41* 


3.10 




3.29 


16* 


8.30 




8.49 


42* 


3.30 




3.49 


17* . 


8.50 




8.69 


43* 


3.50 




3.69 


18* 


8.70 




8.89 


44* 


3.70 




3.89 


19* 


8.90 




9.09 . 


45* 


3.90 




4.09 


20* 


9.10 




9.29 


46* 


4.10 




4.29 


21* 


9.30 




9.49 


47* 


4.30 




4.49 


■ 22* 


9.50 




9.69 


48* 


4.50 




4.69 


23* 


9.70 




9.89 


49 + 


4.70 




4.89 


24* 


9.90 




10.09* 


50* 


4.90 




5.09 


25* 











Purchases in excess of $10.09 are subject to tax of 51, 
calculated to the nearest- cent, a one-half cent shall be 
considered one cent. 
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Indicator 

6. Have the students calculate (using the tax tables) the amoimt o£ tax 
owed on the following sales. Have one o£ the students. put the 
correct answer on the flip chart. 



Amount of Sale Answe rs 

$ 5.05 $ .25 

6.30 32 

3.75 , 19 

2.00 .10 

0.23 01 

105.16 5.26 

85.24 4.26 

3.75 19 

8.19 41 

0.08 00 



OBJECTIVE 6: THE STUDENTS WILL BE ABLE TO CORRECTLY COMPLETE A SALES 
SLIP CONTAINIk'" A SALES TAX CA.LaiATION. 

Stimulus 

1. Ask: "How do you enter sales tax: on the sales slip?" 
Clarify Problem 

2. Show Projectual FAB6-1, 'The Sales Slip". 

3. Give a student the following data and ask him to correctly fill out 
a sales slip. 

The amount of sale = $3.75 
Customer = the instructor. 

Ask the other students if they. agree with the answer. • 

Provide Information 

4. Read Section 9 of the Reaiings. 



9. How Much Does the Customer Pay? 
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IVhen a customsr, who has to pay sales tax, ows tax- 
able goods, he must pay the price of the goods PLUS the t 
owed on taxable goods. 



TOTAL PRICE OF GOODS 
PLUS TAX ON TAXABLE GOODS 
EQUALS TOTAL A\DUNT PAID BY CUSTOMER 

Exairple 

-Total price of goods is $5.00 

Tax on taxable goods priced at $5.00 is 25<(: 

The customer pays you $5.25. 



PRICE 


$5.00 


PLUS 


.25 


EQUALS 


$5.25 



Below is an exajnple of how the sales slip is made out. 



Date 19 "7/ 




SOLO DV 


coo. CHARGE Of/AtCT 


ACCT 


FW D. 














3 












5 






6 

























10 






1 1 






17 












lb 
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ladicator 



5. Using the sales books they were giwn in a previoias lesson, have 
oach student fill out sales slips using the following data. 



Exercise 1' 



Dennis Jones, Rapid Water 
today's date 



Item 


Price 


Axswers 


3 yards corduroy 


$1.09 per yard 


$ 3.27 


1 pair pliers 


$1.95 


1.95 


4 cans rice soxip 


2/43.^ 


0.86 


3 packs cigarettes 


67<i: per pack 


- 2.01 


1 frying pan 


$2.59 


2.59 






$10.68 




tax on $7.81 


0.39 






$11.07 



Exercise 2 

Jack John, Windy Point 
today's date 



Item Price Answers 

5 cans tomato soup 3/55^ "$ U.55 

1 belt $3.49 3.49 

1 belt buckle $2.50 2.50 

. 1 pair socks $0.98 0.98 

$ 7.52 

tax on $6.97 0.35 



$ 7.87 



Exercise 3 



Manny Wooms, Cripple Creek 
today's date 



Item Pric e Axswers 

TToaves of bread STf ? 0.51 

4 cans of beans 37(Jr/tin 1.48 

3 cans of spaghetti 2/A3<i: 0.65 

no tax on food stuff $ 2.64 
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OBJECTIVE 7: THE STUDENTS WILL BE ABLE TO CORRECTLY COMPLETE THE 

NECESSARY JOURNAL ENTRIES AND POST TO THE PROPER GENERAL 
LEDGER ACCOLINT. 



Stimulus 

1. Ask: 'How will ycu keep track of all the sales tax collected 
during the day?'' 



Clarify Problem 

2. Discuss ways of keeping track of the sales tax. 
Provide Information 

3. Read and discuss Sections 10 and 11 of the Readings. 



10. Recording Sales Tax on Credit Sales 

In lesson FAB16, "Recording Credit Sales", you learned 
how to set up and use a Sales Journal, The Sales Journal 
contained only entries for sales made on. account (credit 
sales) . 

As you can see, no sales tax has been charged on any • 
of these credit sales; therefore, the amount of the sale was 
equal to the amount recorded to the account receivable. 

If a credit sale of a taxable item had been made, the 
amount entered in the account receivable would have to in- 
clude the sales tax. For exanple, if an item or items sold 
for ten dollars ($10.00) and there was sales tax of fifty 
cents (SOi) the amount the customer owes is $10.50 (ten dol- 
lars plus the fifty cents sales tax). This would be re- 
corded in the Sales Joxxmal as follows: 



















































/ 
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At the end of the day the amDunt in tlae accounts re- 
ceivable (dr) colum ($10.50) is posted to the account of 
T*C. Lee in the Accounts Receivable Ledger. 

At the end of the month the Sales Joumail is totalled 
and summarized. The totals of the columns are posted to 
accounts in the General Ledger as follows: 

a. Total of Credit S .les Cx-edited to Credit Sales 

b. Total of Sales Tax credited to Sales Tax 

c. Total of Acc/xac debited to Accomts Receivable Control, 



11. Recording Sales Tax oa Cash Sales 

Sales tax on a cash sale is received at the time of 
purchase. For exanple: if a person purchased an item for 
ten dollars ($10.00) and there was tax of fifty cents (50^) 
on it, you collect $10.50 from the customer. 

To record the amount of sales tax collected from the 
cash sales of the day you m^e an entry in your Cash Receipts 
Journal as follows : 

Sales for the day $10.00 
Sales tax collected ,50 

Total Cash Receipts $10.50 













































































^^^^^ ^^/^^j 




























/ 1 












































* 



































At the end of an accounting period the Cash Receipts 
Journal is totalled and summarized. The total of the sales 
tax colunn is posted to the sales tax account in the General 
Ledger. 



4. Illustrate the Journal entries on the flip chart. 



1158 



FAB18 
Indicator 

5. Using the sales slips they have made up for this lesson, have the 
stiidents conplete the necessary Journal entry. Review the lesson 
material if necessary. 



/?' 






=1 \i 








































H 


























































































































-I— l- 




-\ - 





OBJECTIVE 8: THE STUDENTS WILL BE ABLE TO CORRECTLY COMPLETE A QUARTERLY 
RETURN FOR SALES TAX, GIVEN THE NECESSARY FACTS AND FIGURES. 



Stimulus 



1. Hand out the Quarterly Return of Sales and Tax Collections forms 
to each students. 



Clarify Problem 

2. Tell the students that this is the form they will be required to 
fill out in order to remit (send in) the sales tax they have 
collected. 



Provide Information 

3. Read Section 12 up to the end of the second calculation. 



12, How is the Sales Tax Remitted? 

When you collect sales tax you are acting for the pro- 
vincial goA/emment. All the tax you collect most be sent to 
the goA/emment every three moaiths. You must send the tax 
collected within twenty days of the end of the three-jnonth 
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period in which it was collected. 

Collection Perio d 

January 1 to March 31 
i\pril 1 to June 30 
July 1 to Septenber 30 
October 1 to December 31 



Due Date 

i\pril 20 
July 20 
October 20 
January ZO 



The government allows you to keep- a certcdn percent- 
age o£ the sales tax you collect during each p riod. • This 
is to pay for collecting the tax for them. 

You are allowed to keep 3% of the first $600.00 of 
tax collected and 2% of the amount over $600.00. 

a. For example, if you had collected $200.00 of sales tax 
during the period January 1 to March 31, you would re- 
mit $194.00 by April 20. 

.CALCULATIONS : 

Amount of sales tax collected $200.00 

% of sales tax you can keep 3% 

You keep : $200.00 x 3 = 6.00 

TOO '■ 
You remit : $200.00 - $6.00 = $194.00 

b. If you had collected $650.00 in sales tax during the 
period July 1 to September 1, you would have to remit 
$631.00 by October 20. 

CALCULATIONS : 

Amount of sales tax collected $650.00 
% of sales tax you can keep 
(3% on first $600.00 and 2% 
on $50.00) 

You keep: $600.00 x 3 = $18.00 
' OT 
$ 50.00 X 2 - 1.00 

Mr $19.00 19.00 

You remit: $650.00 - $19.00 = $631.00 



4. Have the students do the following exercises. Ask them to calcu- 
late how much commission they could keep for each amount of sales 
tax collected. 
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Ex ercise 1 

Amomt of sales tax collected: $226,00 
Answer: $6,78. 



Exercise 2 

• Anomt of sales tax collected: $21,00 
Answer: $0,63. 



Exerc i se 5 

Amount of sales tax collected: $810.00 
Answer: - $22 .20 • 



5. Continue with the remaijader of Section 12. 



When you remit the sales tax to the government, there 
is a special form you have to fill out. In Saskatchewan, 
it is called the Quarterly Return. One is shown on the 
following page. You can get these from the Provincial 
Treasury Department, Taxation Branch. 
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EXAMPLE (Saskatchewan) 
TREASURY DEPAR^>IE^f^ TAXATION BRANCH 

Revenue Building, Provincial Capital 
RETURN OF SAI.ES AND TAX COLLECTIONS 



The Education and Health Tax Act 



1. Name and Address Licence No. Period and 

Due Date 


Read Instructions 
on reverse side 
careful ly . Detach 
first sheet and 
return. Retain 
second sheet for 
your file. 


2. I£ business discontinued during above period, state name of 
successor* 


3. Date business discontinued (Your licence must be returned and 
application made by your successor). 


4. 

TOTAL SALES THIS PERIOD 


Dollars 


Cents 


This column for 
Office use 


5. ADD: Purchase price of commod- 
ities including equipment and 
supplies consumed or used by 
the vendor and purchased tax- 
free or taken from stock and 
on which no tax has been paid. 








6. 

AMOUNT^ OF TAX COLLECTED 








7. ADD: Tax on purchase of 

commodities including equipment 
and supplies consumed or used 
by the vendor and purchased tax- 
free or taken from stock and on 
which no tax has been paid. 








8. 

TOTAL TAX COLLECiED AND PAYABLE 








9. ADD: Penalty of 10% of Total 
Tax (Item 8) if paid after due 
date 








10. ADD: Interest of 6% per annum 
on total tax (Item 8) from due 
date of payment. 
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11. 

TOTAL OF TAX AND PENALTIES 








12. 

DEDUCT 

VENDOR'S 

COMMISSION 


3? on the first $600.00 
of total tax (Item 8) 
2% on the balance of tax 
(Item 8) 








- 


TOTAL, COMMISSION 






13. Total of tax and penalties to be rejiiitted 
(Deduct the total of Item 12 from Item 11) 








14. 

LESS PAYMENTS ON ACCOUNT 








15. 

BALANCE REMITTED HERBVITH 








IF NO TAX COLLECTED, NIL RETURN 
MUST BE FILED 
Forward this form to 

TREASURY DEPARTMENT, TAXATION BRANCH 
Revenue Bldg., Provincial Capital 


Date Received 
by. Taxation 
Branch 


I hereby certify that this return is a full and complete disclosure of 
sales and tax collections for the period shown ^bove. 

Signature Date Title 


IMPORTANT - MAKL REMITTANCE PAYABLE TO PROVINCIAL' TREASURER 
QUARTERLY RETURN 





6. If an opaque projector is available, use the following example to 
show how Quarterly Return is filled out. 

a. Point 1: News tart Store 

Pine Bluff 
Licence No. 331 7A 
Period Jan. 1 to Mar. 31 
Due date Apr. 20 

b. Point 4: Sales $5,040.00 



1163 



FAB18 



c. 
d. 



Point 6: Tax collected $225.00 

Have students do any calculations they have learned, 
i.e. point 12: $225.00 x 5 = $11.25 total coirmission, 



Indicator 



Have the students use the following data, plus their own personal 
information to complete the qioarterly return: 

a. Licence number 33178A 

b. period July 1 .to Sept. 30 

c. Total sales $8,501.00 

d. Tax collected $425.00 



Answer: Conmission $12.75 

8. Discuss the foim with the students in order to clear up any confusion 
that exists. 

/ 

9. Summarize the lesson, using the Readings in Section 13. 
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13. Summary 



IVhen you go into business, you must apply for a Vendor's 
Licence. You do this by filling in the form called Application 
for Vendor's Licence. 

After you get your Vendor's Licence you can collect sales 
tax on the goods you sell. Not all goods have sales tax on 
thm. Not all people have to pay sales tax; for example. 
Native people with treaty numbers do not have to pay sales 
tax. If you do not collect sales tax from a Native person, 
you must put his treaty number on the sales slip. 

When ycpA collect sales tax you must keep a record of the 
amount of sales tax you collect during the day into your Daily 
Cash Report. 

You must remit to the provincial government the amount 
of sales tax you have collected during certain periods. Tne 
sales tax for each period must be remitted before the 20th 
day after the end of that period. You are allowed to keep 31 
of the first $600.00 of sales tax collected and 2% of the 
amount of sales tax collected over $600.00. You fill out a 
form called the Quarterly Return when you remit your sales 
tax collection. 
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SUBJECT 



FINANCE, ACCOUNT.TNG., BOOKKEEPING 



LESSON FAB18 SALES TAX 



EXERCISE FAB18 - 1 
TAXABLE/NON-TAXABLE SALES 



Put an X in the correct box to indicate whether sales tax has to 
be paid cn the following goods. 

Ta:!cable Nan- Taxable 



1. 


Sovp 


□ 


□ 


2. 


Cigarettes 


□ 


n 


3. 


Belt 


□ 


□ 


4. 


Work Socks 


□ 


□ 


5. 


Meat 


□ 


□ 


6. 


A desk for an office 


□ 


□ 


7. 


Chairs bougiht by you for resale 


□ 


□ 


8. 


Chairs for a cafe 


□ 


□ 


9. 


Drugs prescribed by a doctor 


□ 


□ 


10. 


Pants 


□ 


□ 


11. 


Frying Pan- 


□ 


□ 


12. 


Wrenches 


□ 


□ 


13. 


A muffler put on your car in garage 


□ 


□ 


14. 


Flannelette Blankets 


□ 


□ 


15. 


Shoes 


□ 


□ 
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Taxable 


Non- taxable 


16 




□ 


□ 


17. 


Flour 


□ 


□ 


18. 


Pliers 


□ 


□ 


19. 


Screwdriver 


□ 


□ 


20. 


Gasoline, 


□ 


□ 
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SUBJECT 



FINANCE, -ACCOIKTING, BOOKKEEPING 



LESSCN FAB19 RECORDING CASH PAYMENTS 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Ihe control o£ cash is a very inportant function o£ management, 
A businessman must at all times know where the money is coming from and 
where the money is being spent. In the lesson FAB17, the student was 
shown how to set up and use a Cash Receipts Journal thereby enabling 
him to see from where che inflow of cash came. In this lesson he is 
shown how to set up and use a Cash Payments Journal in order to' see 
where the cash ifi being spent. 

Special Journals are used to categorize ''Specific types of trans- 
actions togetlier. For exairple, accounts payable transactions are 
entered in the Purchases Journal, accounts receivable transactions are 
entered in t^ie Sales Journal, those transactions involving the receipt 
of cash are entered in the Cash Receipts Journal, and those involving 
the payment of cash are entered in the Cash Payments Journal. In all 
cases the entries must l. totalled and summarized in order that the data 
ccm be posted to the a^.^.. opriace subsidiary Ledger accounts ai\d the ap- 
propriate General Ledger accounts. 

Tliis lessen deals with the journalizing and posting of the records 
required to record the payment of cash. 



OBJECTIVE 

Given the necessary facts and figuresj the student will be able to 
set vp and use the appropriate records to record the payment of each. 
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RESOURCES REQUIRED 

!• Multi-colurm Journal paper 

2. Ledger sheets 

3, - Case FAB19-1, »»Bill Duran^s Cash Paynents*'. 



METHODOLOGY 

1. Hand out the Readings. 

2, Read tlie Purpose and Introduction. 



PURPOSE 

In tliis lesson you will be shown how to set up and use books 
to keep track o£ cash payments o£ the business. • 

INTRODUCTION . 

1. How much money was paid out to the businesses creditors last 
montli? 

2. How much money was paid out in loan . payments ? 

3. How much money did you withdraw for your personal use? 

4. How much money was paid out to enployees? 

5. How much money did you pay in taxes? 

6. How much money was paid for operating expenses? 

Questions about how much money was paid, and to whom and when 
it was paid, could go on for a long time. You as a businessman 
will be expected to give accurate answers to questions about your 
cash payments. Ihis lesson shows you how to keep track of all the 
payments for which you must account. 



OBJECTIVE: GIVEN HIE NECESSARY FACTS MD FIGURES^IHE STUDENT WILL BE. 

ABLE TO SET UP AND USE IHE APPROPRIATE RECORDS TO RECORD 
IHE PAYMENT OF CASK- 



Stimulus 

3. Ask: 'How does the business help keep track of the money it pays 
out to different businesses and people. '' 



1168 



FAB19 



Clarify Problem 



4. Ask the students if any of them have any questions as to a inethod 

which could provide the information required to answer the questions 
in the Introduction. 

5* Have the students discuss point 4 above. Allow them to expand 
their ideas. 

Provide Information 



Suggest that tiiis lesson illustrates one metliod that could be used 
to provide the required information. 

Read Section 1 of the Reddings. Discuss* 



OONTENT 

1. The Cash Payments Journal 

The manager must keep track of the cash (currency and 
cheques) involved in the business transactions of any type of 
business. In lesson FAB17, ^'Recording Cash Receipts", you 
saw how to set up and use records to keep track of the re- 
ceipts of the business. In this lesson you will learn how to 
set up and use records to keep track of the payments of the 
. business. 

Rig^it now you could use a payment record as shown below: 



As you can see there are special debit coluims for pay- 
ments of accounts payable, for money tHF" owner takes from tlie 
business (over's drawings) and for miscellaneous payments. 
(It should be remsjrbered that special coluims can be used for 
items that occur fairly often during an accounting period.) 
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Ihe. cash colunn is a control entry colum, and is the credit 
entry o£ all the debits in the other coluims. 



8. Hand out multi-coluim Journal paper. 

9. Read Section 2 o£ the Readings. Discuss and illustrate on the 
flip chart the procedure of making entries in the Cash Payinents 
Journal. Use as many exainples as necessary. 



2. Making Entries to the Cash Payments Journal 

All cash payments must be recorded in your Cash Payments 
Journal. The payments are recorded in chronological order 
(the order in which they occur) . The reason for the payment 
is entered in the description colunn. The amount of the pay- 
ment is recorded once in one of the debit colunns and again 
i}\ the cash (cr.) colimn. 

Below are some payments and how they are recorded. 

a. Payment of $100.00 as part paymsnt of an account payable, 



r 



b. Qvner J. Mathew took out $25.00 for own use. 



^e/z^/yf^ ck^y/^^^'S ^)ifi>£:NSBS r>?/sc. c^s^' . 
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c. Payment of $150.00 on loan. 
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d. Payment of $17. OG for power. 



T 



e. Payment of $35.00 for additional shelves. 







— 
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The Journal page showing all these transactions would 
look like the illustration shown on the following page. 
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10. Read Section 3 of the Readings. Discuss and illustrate the pro- 
cedure for sumniarizing and totalling. 

a. Total the columns. The tiixee debit columns must equal the 
credit cash column. 

b. Post the cash to the cash account in the General Ledger. 

c. Post the accounts payable total to the accounts payable con- 
trol account in the General Ledger. 

d. Post the owner's drawings total to the net worth account in 
the General Ledger. 

e. Post the amounts entered in the miscellaneous colunn to the 
appropriate accounts in the General Ledger. 



3. Posting the Cash Payments Journal 

Ihe amounts paid on accounts payable should be posted 
daily so that you always know how much is owed to creditors . 
'The Accomts Payable Ledger keeps track of the amomt that 
has been paid to individual creditors. 

At the end of the month the Cash Payments Journal is 
totaled and summarized. The colunn totals are posted to the 
proper accounts in the General Ledger.. 

a. The total of the accounts payable colunn is debited to 
the accounts payable (control) account in the General 
Ledger. 

b. Ihe total of the owner's drawings colunn is debited to 
the net worth account. 
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c. The individual items in. the miscellaneous col-umii are 
debited to the accounts named. 

d. The total of the cash column, is credited to the cash 
account in the General Ledger. 
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11. Read Section 4 of the Readings. Discuss. 



4. Summary 



All cash pa)rments are recorded in the columns of the 
Cash Payments Journal. For each debit entry in the columns, 
the cash column is credited. 

The amounts entered in the accounts payable colum are 
posted daily to the Accomts Payable Ledger. 

At the end of each month the Cash Payments Journal is 
totaled and sumnarized, and the colum totals are posted to 
the General Ledger. 
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a. The total accomts payable colvmn is posted to the 
accounts payable (control) account in the General 
Ledger. 

b. Ihe individual transactions in the miscellaneous column 
are posted to the General Ledger accouits described. 

c. The total of the owner's drawings colum is posted to 
tlie net worth account in the General Ledger. 

d. Ihe total of the cash coluim is posted to the cash ac- 
count in the General Ledger. 



Lidicator 

12. Hand out Case FAB19-1, "Cash Payments". 

13. Have the students follow the instructions at the end of the case. 
The Cash Payments Journal, the accounts in- the Accounts Payable 
Ledger, and the accounts payable control account are shown on. the 
following pag^s. The students will require infoimation from 
Case FAB17-1 to conplete part 3 of the instructions. 
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SUMMARY OF ACODUNTS PAYABLE 
as of August 31, 19 



A 5 B Nbats $116.10 

Central Sales 53.00 

W S W Food Sales 376.46 

Total $545 .56 



Balance of Accounts Payable Control Accoun t 

Accounts Payable (credit): "Purchases Journal $1,239.63 

Accounts Payable (debit): Cash Payment Journal 694.07 

Balance (credit) . $ 545.56 



Cash Balance as of August 31, 19 

Cash Beginning o£ month $3,303.02 
Plus: Cash Receipts 4,109.07 

$7,412.09 

l£ss: Cash Payments 3,212.72 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB19 RECORDING CASH PAY^^EN^S 



CASE FAB19 - 1 
BILL DURAN'S CASH PAYMENTS 



Bill Duran had his friend prepare a Purchase? Journal, Sales Jour- 
nal, Cash Receipts Journal and the necessary subsidiary Ledgers. He 
now wants him to prepare records so he can check the payment of cash. 
He has brought along the following information: 

1. Cash Payments for the month of August: 



2, 19 


Part time -help 


$ 15.00 


4 


Cash Purchases 


379.16 


4 


Repairs 


35.71 


10 


Cash Purchases 


311.71 


11 


Part-time help 


40.00 


15 


Withdrawal for Personal Use 


279.00 


15 


Power Bill (July) 


18.29 


15 


Telephone Bill (July) 


9.01 


21 


Repairs 


16.91 


22 


Part-time help 


21.00 


23 


Cash Purchases 


479.81 


25 


Central Sales 


109.85 


25 


Part-time help 


21.00 


26 


Loan payment 


300.00 


28 


Personal Withdrawal 


50.00 


29 


F.A. Transport 


65.91 


30 


Cash Purchases 


569.35 


31 


A.V. Wholesale 


453.06 


31 


Gas Bill 


37.95 
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2. Purchase Journal for the irionth of August. 



2^' 




OS. 



5i 



asm 



ly 



^2/ 



I HSTRUCTION 

Put yourself in the position of Bill's friend} enter the above 
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iiifonnation into a Cash Payments Journal. 

2. Post the Accounts Payable Ledger accounts to the end o£ August 
and check to be sure they are in balance with the Accounts Pay- 
able Control account in the General Ledger. 

3. Determine how much cash is on hand at the end of business 
August 31, 
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SUBJiCT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB20 HANDLING AND RECORDING CASH 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Perhaps the best overall control o£ cash is the proper handling 
of money. In this lesson the student is shown how to handle nioney in 
the proper manner. Ihe manner in which the bvisinessm£*Ti takes and gives 
out money leaves an iiipression on the customer. I£ he is sloppy ±p. 
making change, the customer is likely to have a bad inpression o£ the 
businessinan. l£ he is. careless in handling money, the b-osinessTnan runs 
the risk o£ losing money by making the wrong diange. Therefore, it is 
inportant that money be handled properly as a first step tov»:ard con- 
trolling it. 

A Daily Cash Sheet is useful for checking that th.e correct amount 
of cash is in the till. The Daily Cash Sheet is determined on the basis 
of the following formula: 

Beginning balance + Cash receipts - Cash payments = Cash on Hand 

1. The beginning balance is the amount of cash the business has at 
the beginning of the day. 

2. The cash receipts is the total of the receipts from all sources 
received during the day. 

3. The cash payments is the total of all payments made during the day. 

4. The cash on hand is the ajnount of cash that should be in the till 
or money box. 

To check the cash on hand^ the businessman simply counts the money 
in the till or money box. If the total of the money is the same 
as the cash on hand, the cash is in balance. If not he iraist check 
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to find the mistake. I£ the mistake cannot be found, he must ac- 
count for money short or over by making the appropriate Journal 
entry. 

a. Cash over is entered in the Cash Payments Journal. 

b. Cash short is entered in the Cash Receipts Journal. 

The cash over or cash short entry is posted to a cash short/ over 
account in the General Ledger. 

Any business that handles cash must set up inethods to check the 
aanounts o£ cash it handles. It must also make sure all people re- 
sponsible for handling cash transactions know the proper procedures o£ 
handling cash. Cash is an extremely inportant asset o£ any business 
and must be protected. 



OBJECTIVES 

1. . The student will be able to correctly complete a sales transaction 

which involves giving diange. 

2. Given the necessary information, the student will be able to pre- 
pare a Daily Cash Sheet. 



RESOURCES REQUIRED 

1. Case FAB20-1, 'Wow Do I Keep Track o£ % Cash?" 

2. Assorted currency and coin ($10.00 £or every two students) 

3. Cash Register (till) 

4. Blank Daily Cash Sheets 

5. Audio-visual equipment - videotape' 

- overhead projector 

6. Flip chart 



MEIHODOLOGY 

1. Hand out Readings and read the Puipose and Introduction. 



PURPOSE 

In this lesson you will be shown how to handle cash in busi- 
ness transactions, and how to make sure you have the correct a- 
mount o£ cash at the end o£ a business day. 
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INTRODUCTION 

One o£ your jobs in business will be handling money. I£ you 
make a mistake, two people will get hurt you and your customer. 
Therefore, it is inportant tliat you leam how to handle money 
correctly. 

Besides being able to handle money correctly, you must have 
some way o£ die eking to see i£ you have the correct amount o£ 
money in the cash box or cash register at the end o£ the day. 



OBJECTIVE 1: THE STUDENT WILL BE ABLE TO CORRECTLY OOMPLEIE A SALES 
TRAiNa^CTION WHICH INVOLVES GIVING CHANGE. 



Stimulus 

2. Tell the students: "Che o£ the inportant jobs £acing anyone working 
in a business is handling money. You take money in, you pay money 
out, and you make change. How are you going to handle the money 
in your business 7*' 



Clarify Problem 

3. Discuss the above question. Point outi "You can handle money 

througji the use o£ a ca5h*box and vouchers or throug^i the use o£ 
a till." 



Provide Information 

4. Read Section 1 o£ the Readings., pausing at the places indicated 
below. 



CONTENT 

1. The "Change Fuad" 

Each morning a supply of change for use during the day 
must be placed in the cash box or cash register. This is 
called the "change fund". In the change fund, you will keep 
the amount you estimate you will need for business. 
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5. Show the students a cash box and the drawer of a till. Demonstrate 
the proper arraiigenient of money ia tlie drawer. 



QUARIERS 



$10.00 and 

OTHERS 



10((: 
DIMES 



$5.00 



5^ 
NICKELS 



$1.00 



1^ ■ 
PENNIES 



(Hie cash box is divided into conq^artments so it is easier 
to count your change. Each coirpartment holds one kind of 
bill or coin.) 



Show liow to count money in the drawer at the beginning and at the 
end of the day. Then read the rest of Section 1, dealing with 
placing money into the cash drawer. 



A simple way of counting your change fund is to remove 
it from your cash drawer. Place a piece of stiff cardboard 
over the cash box so that it covers the bill congDartments , 
but leaves the coin cong^artments uncovered. Enpty your change 
fund on the cardboard. Couat the coins, one kind at a time, 
sliding them off the cardboard into their proper congDartments. 
List the total of each kind of coin on the back of a slip 
of paper. Then count the currency (paper money) and list it. 
Total the figures to make sure the amomt of change is cor- 
rect. At the close of the day a similar procedure is fol- 
lowed in counting cash receipts, the totals being listed on 
the Daily Cash Sheet. 

It is ingDortant to count change carefully - vdaether you 
are receiving it in a "change fmd", giving it to customers, 
or totalling your cash receipts, at the close o£ business. 



7. Read Section 2 of the Readings, 



2 . Making Change 

Step 1: ^fention the total of the sale and the amount re- 
ceived from the ciistomer: 
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When tb.e customer has made his selection, tal<e the 
money given to you for the purchase, and keeping 
it in plain view, call back to the customer both 
the total of the sale and tlie amount received. For 
exanple, if the price of the merchandise is $2.44, 
and the customer gives you a $5.00 bill, hold the 
bill so that the customer can see it and say, 
"Ihat is $2.44 out of $5.00'\ 

This will help you remenber both amounts and will 
call the customer's attention to the amount of 
mcney he or she gave you, so there will be no mis- 
understanding. 

Step 2: Place the customer's money on the change plate : 

Stand squarely in front of the cash register. Place 
the customer's money on the change plate. Ihis 
leaves both hands free to operate the register and 
to make change. It also permits the customer to 
see the money and prevents you from forgetting the 
amount the customer gave you. Do not put the bill 
in the drawer until the change has been counted . 

Step 3: Record the sale en the cash register : 

In recording the sale be careful to press the cor- 
rect keys . Check to see that you pressed the cor- 
ect keys. If you have made an error, you still can 
correct it by operating the release key or lever. 
You then press the proper keys. With the correct 
keys pressed down, register the transaction osxto the 
tape . 

The cash drawer is desigp.ed to open its full length, 
so experienced sales people form the habit of 
s:; owing the opening of the drawer with one of their 
ha»ads . 

Operating the register causes the amount of sale to 
come into view cn the indicator at the top of the 
register. A record of the transaction is printed 
on a paper tape inside the machine. Some registers 
print and issue a receipt showing details of each 
sale, or print these cietails ca a sales slip when 
the slip is put in the register printing table. 
Check to see if you rang up the correct amount by 
looking at the indicator. Take the customer's re- 
ceipt or sales slip and place it on the change 
plate y amomt side up^ beside the money received 
from the customer. Now you are ready to count change . 
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I£ your register does not issue a receipt, refer to 
the indicator to remiad you of the amount of the 
customer's purchase. 

Step 4: Coint change carefully : 

Follow this rule for the easiest, quickest and most 
accurate inethod of counting change : START COUNTING 
WITH THE AMOUNT OF THE SALE SHOWN ON THE RECEIPT OR 
SALES SLIP OR CN THE INDICATOR; STOP COUNTING WHEN 
THE SUM IS THE SAME AS THE MOUNT IHE CUSTOMER GAVE 
YOU. 

If you follow this rule you need not add nor sub- 
tract; you merely count money. For exanple: If 
the purchase is for $2.44 out of $5.00, start 
counting with the $2.44. Count: "2.44, $2.45, $2.53 
$3.00, $4.00,. $5.00" as you take tlie coins and cur- 
rency from the till. You stopped counting with the 
amount the customer gave you. 

Take the customer's mmey and place it in the pro- 
per coiipartment or conpartments of the cash drawer. 
Close the drawer immediately. 

Step 5: Deliver change, receipt or sales slip, and mer- 
chandise to customer : 

Place the receipt or sales slip in the package with 
the merchandise. Count the change back to the cus- 
tomer, coin by coin and bill by bill. Start with 
the amount of the sale and stop with the amount the 
customer garje you. Wien you have done this the 
change will have been counted three times; twice by 
you and once by the customer as he received it from 
you. Place the change in the customer's hand, if 
possible; do not just throw it on the counter. 



Demonstrate making change, using a student as the customer, you 
as the cashier. Clarify any points in procedure that are unclear 
to the students. 

8. Divide the class into pairs of two students. Give each pair $10.00 
in assorted bills and coins, and have one student in each pair 
tender cast , and the other student make change for the following 
transactions: (Do not use the cash register at this point.) 
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SALE 



CASH TENDERED 



$i.45 
6.25 
5.35 
3.13 



$5.00 
7.00 
6.00 
3.25 



Have the students in each pair exchange tasks: 



$ .95 

6.23 
9.09 
9.99 



$1.00 
6.25 
9.25 

10.00 



Check to see tliat (2ach pair is using the correct procedure. 

9. Have each pair corne to the till and set up the cash drawer. 
Videotape the following transactions for replay purposes. 



Points to watch for: 

a. that the cash drawer is set up correctly 

b. that the correct keys are punched <yn. till 

c. that the correct change -making procedures are followed. 

lb. Read Section 3 of the Readings. Discuss. 



3. Other Hps on jMaking Change 



In counting mcaey be sure to mention each dollar denom- 
ination. This will prevent skipping a dollar. For exanple, 
see how easy it would be to give a dollar too much change by 
counting it this way: "Ihat was $2.44 out of $5.00. Count -- 
44, 45, 2, 3, 4, 5." Ihe loss would be avoided if the change 
were counted correctly: "That was $2.44 out of $5.00 -- 
$2.44, $2.45, $2.50, $3.00, $4.00, $5.00. 

A customer, whose purchase totals a few cents over an 
even amount, may gave you the odd pennies in addition to the 
money for which you must make change. These "odd cent" trans- 
actions should be handled in this way: 

Sijppose the customer buys an item costing $1.26 and 
gives you two $1.00 bills and one penny in payment. 

Cancel out the odd penny when counting the change 



$1.25 
3.25 
5.05 



$2.00 
3.25 
6.00 
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from tlie cash drawer: '^$1.25 out o£ $2.00 - - $1.25 
and 25 is $1.50 and SO is $2.00.'* Tnen counting 
the diange back to tlie customer, follow the usual 
rule, starting witli tlie amount of the sale and 
stopping witii the amount the customer gave you: 
$1.26 out of $2.01 $1.26 and 25 is $1.51 and 50 
is $2.01." 

As another exajiple, suppose the customer buys an item 
costing $2.13 and hands you a $5.00 bill, a dime, and tliree 
pennies. Cancel out the 13(J: when counting change from the 
cash drawer: "$2.00 out of $5.00 -- $2.00, $3.00, $4.00, 
$5.00." Then, when counting the change back to the customer, 
count: "$2.13 out of $1.13 $2.13 and $1.00 is $3.13, $1.00 
is $4.13, and $1,00 is $5.13. 

No sale is satisfactorily completed until the customer 
is thanked. Make the custon^r want to return to your store 
and to you. 



11. After reading this section, haw the pairs of students make the 
following transactions. 



SALE CASH TENDERED 

$4.25 $5 bill and 25^ 

3.13 4 - $1 bills and 13^ 

2.26 $5 bill and 1^ 

3.78 4 - $1 bills and 3^ 

6.21 $5 bill, 2 - $1 bills and U 



12. Review cash register tedmiques by having. one student volunteer to 
be a clerk and another to be a customer. Let tJie students decide 

, on the transaction amount and tlie ainount tendered. Videotape the 
''transactions. s 

13. ^ ;Re,vi.^w the role-play by playing back all the videotapes. Discuss. 

14. * Introduce the idea of short-change artists.- Ask: "Wliat are they 

and hov^ do tliey operate?" Have the students show or tell any 
techniques they have seen cr heard about being used to get tiie best 
of a clerk. 

15. Read Section 4 of tlie Readings. Discuss. 



4. Safeguards in Handling Money 

a. Make change with fewest pieces of money possible . 
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In counting cliange use tiie fewest pieces o£ money pos- 
sible. For exanple, use a dinie instead of two nickels; 
a quarter instead o£ two dimes and a nickel. Hiis will 
help you speed service to customers and will lessen 
cliances for error, because you will be handling fewer 
coins. 

b. Keep your cash drawer closed when not in use. 

An open, unattended cash drawer invites tlieft. Mien you 
close tlie drawer, do not slam it, but push it firmly 
until tlie latcli clicks. Learn to reco^ize the sound of 
tlie cash register bell, so you will kiiow if soireone 
opens the drawer. 

c. H andling paper money 

IVlien placing paper money in the cash drawer, always turn 
it face up, smcotli it out, and place it under the weight 
in the correct compartment. New money can '*sticJk to- 
gether". Make certain when handling it you do not give 
a customer two bills instead of one by mistake. New 
currency can be prevented from sticking togetlier if yo;a 
turrL down one corner of eacli bill, or crunple the bill 
and Jien strai^iten it out. Always keep $1.00 bills 
separate from larger bills in your cash drawer. Pay 
particular attention to the amount of all tlie paper money 
you handle to prevent mistaking a large bill from a 
small one. 

d. In case you giw out the wrong change . 

If the customer questions the amount of change, be 
courteous. Ask tliat all of tlie change be handed back to 
you, and start counting all ovsr again.' .If you discover 
tliat the amount of diange is wrong and you are SURE you 
have made an error, register '*No Sale" on the c'a.sh regis- 
ter and make tlie necessary correction in the amomt of 
cliange. * 

e. Protectijig yourself from short-change artists . 
"Short- diange artists'^ will deliberately try to dieat 
you. One method tliey use is to Ci.aim that they gave you 
a larger bill tlian they really did. 

By calling out the amount of 'tlie purdiase and the amount 
tendered, and by not putting the customer's money away 
until he leavei*, you can always show the customer the 
'amount he gave you. 

Another trick of the "short-change artist" is to try to 
confuse you* When you are in tlie middle of counting 
change, he will suddenly "remember'^ he wanted something 
else and ask you to ^dd it onto the sale. Or tliey may 



ERLC 



1191 



FAB20 



ask you to exchange one item for another. They are only 
attenpting to confuse you. Not all people who inter- 
rupt you are ^ 'short -cliange artists", but a few of them 
are. 

To avoid being "taken in" by the short-cliange artist, 
do not allow yourself to be confused. Coirplete the 
cliange -making before adding another item to the purcliase 
or making an excliange. If he tries to interrupt you, 
say "Just one moment, please," finish your cliange -making 
then answer his question. 

As you gain more experience, handling money becomes 
easier. But remember ALWAYS COUNT QiANGE CAREFULLY - WHETl-IER 
YOU ARE RECEIVLNG IT- IN A "QIANGE FUND", GIVING IT TO CUS- 
TO^ERS,OR TOTALLING YOUR CASH RECEIPTS AT THE CLOSE OF BUSI- 
•NESS. 



Indicator 

16. Have a nunber of students volunteer to wait on various students 
who will be cus':omers. (If possible have students from other 
courses, coaclies , administrative staff, or observers volunteer 
to be the customers.) 

Ihe students wlio act as cashiers must: 

-a. count cash beginning 

b. arrange cash drawer 

c. ring up tlie sale 

d. give the correct ciiange 

e. count tlie cash ending. 

Videotape these trrons act ions. 

17. Play back the videotapes and discuss. 



OBJECTIVE 2: GIVEN m: NECESSARY' INFORMATION, IHE STUDEOT WILL BE ABLE 
TO PREPARE A DAILY CASH SHEET. 



Stimulus 



Hand out copies of Case FAB20-1, 'liow Do I Keep Track of Vtf Cash?^' 
and read over with students. 
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Clarify Problem 

2. Discuss the questions at tlie end of tlie case. 

Question 1 : "Wliy would Peter want to keep track of his cash?" 
Have one of tlie students list tlie answers on the flip cliart. 

Some exanple answers are: 

a. to know how micli money he made during tlie day; 

b. to know how much mcney he took in during the day; 

■ c. ' to know how mudi money he took in from, sales versus other 
receipts such as education and healtli tax, cash paid on 
account, loans repaid and so on; 

d. to know how mucli money he paid out for merchandise, purdiases, 
expenses sudi as light, power, help, and so on; 

e- to know if he has made a mistake in giving change. 

Summarize tlie reasons listed on flip chart. 

Question 2 : *Tiow could Peter keep track of his cash?" 
Have one of the students list the answers on tlie flip chart. 

Some example answers are: 

a. he could use sales books; 

b . he could use invoices ; 

c* he could use a cash register. 

Summarize the answers oh the flip chart. 



Provide Information 

3-. Read Section 5, part a, of the Readings with the students. 



5. • The Daily Cash Sheet 

a. Purpose of the Daily Cash Sheet 

Ihe Daily Cash Sheet is used to keep track of how mudi 
money has been taken in during the day, and how mudi 
money has been paid out during the day. You also use 
the Daily Cash Sheet to make sure you have the rigiit 
amount of cash in your cash box or cash register nt the 
end of the day. 
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4. Haid out blank 8'' x 11 1/2" paper. 

5. Using clear plastic roll on overhead projector, read Section 5, 
parts b and c. Fill out tlie Daily Cash Sheet, puttii.g axajuples 
ai the oveiiiead projector. 



b. Parts of tlie Daily Cash Sheet 

You can make Daily Casli Sheets on any blank sheet o£ 
paper. At tlie top you write "DAILY CASH SHEET" and 
rigjit under this you put tlie correct date. The left 
side o£ the paper is called the receipts side. The 
right side o£ the paper is called the payments side. 

c. Filling Out the Daily Cash Slieet 

To fill out the Daily Cash Slieet, you must first col- 
lect all your sales slips that you made during the day. 
You must also collect all the pay out voucliers you made 
out during tlie day. It is necessary to have a Small 
Sales Book if you are operating out of a cash box. When 
you have all tliese records, you are ready to fill out 
your Dai ly Casli Sliee t . 



6. fead Section 6 of tlie Readings. Illustrate tlie preparation of a 
Daily Cash Sheet on the overhead projector. Information can be 
suggested by the students. 



6. Preparing tlie Daily Cash Slieet 

a. First take all your cash sales slips and your Small Sales 
Book (if you have one) and list the totals of eacli sale 
on tlie left side, of tlie sheet of paper you are using. 

b. After you have listed the cash sales, total them. The 
total you get will be called total cash sales. 

c. Turn the sheet of paper over and put this figure, total 
sales, at the left side of tlie sheet. 

d. In tlie middle of tlie sheet write total cash sales 
strai^t across from tlie figures you just put in. 

e. Next take all your pay out voucliers and separate them 
into two piles. The first pile will be made up of "Cash 
Purcliases". The other pile you will call "Expenses". 
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£. Cn the sajne side o£ tiie sheet as you listed your cash 
sales, (turn tlie sheet over), list tlie "cash purdiase" 
voucliers, but list them on the rig^it side of tJie sheet. 

g. Total the cash purcliases. 

h. Turn tlie sheet over and write tliis total on tlie ri^it 
side o£ the sheet, in tlie juiddle of the sheet straight 
across from tlie figures write '^cash purchases'\ 

i. Now turn the sheet back to tlie side where you have been 
listing items. 

j. Take tlie other pile of pay out voudiers v/hich you called 
"e:)q)enses" and list tliem on tlie right side. 

k. Total the expenses. 

1. Turn tlie sheet over and put this total on tJie rig^it side 
under the cash arcliases figures. 

A Daily Cash leet is shown below: 



DAILY CASH SHEET 
JANUARY 6 , 19 



Receipts Payments 

$109.00 Cash Sales $ 

Cash Purchases 5 . 00 

• . Expenses 12 .00 
12.00' Payments on Acc/Rec 

• Payments on Acc/Pay 100.00 

Loan Payment . 150.00 
100.00 Net Worth 

Shelving . 55.00 



$221.00 TOTT^I. $32 7 . 00 



•Cash beginning $769.25 

Plus: receipts 221.00 

990.25 

Less: payments 527.00 

Cash on liand $663.25 



FRONT OF DAILY CASH SHEET 
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SALES 

$ 17.01 
39.16 
4i.95 
10.88 

$109.00 



CASH IN TILL 

Silver 1.25 

162 X 1 = $162.00 

50 X 5 = 250.00 

21 X 10 = 210.00 

2 X 20 = 40.00 

$663.25 



CASH PURCHASES 



$ 5.00 



EXPENSES 



Power $ 12.00 



Cash on hand $663.25 
Cash in till 663.25 

CK'er (short) -0- 



BACK OF DAILY CASH SHEET 



Read Section 7 o£ the Readings . Coir^are the exanple you used to 
illustrate Section 6 o£ the Readings. 



7 . Conpleting the Daily Cash Sheet ■ 

Oace you have listed all the sales slips and pay out 
vouchers, and have put them in the correct place on tlie Daily 
Cash Sheet, you are ready to do the calculations.-. 

a. First you add up the receipts side o£ tlie Daily Cash 
Sheet. 

b. Next you add the payments side of the Daily Cash Sheet. 

c. Draw a line across "the 'sheet below tlie last receipt and 
payment entry. 

d. Below this line write in the total receipts, figure cn the 
left side, of tlie pag.;, and the total payments figure on 
the riglit side of the page. 



e. Draw a double line beneath each total. 
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f. Record the beginning cash balance. 

g. To the beginning cash balance, add tlie total receipts, 
tlien subtract the total payments to arrive at tlie cash 
on hand figure (or ending 'cash balance). 



£. Ask eacli student to con^lete a Daily Cas]i Report for tlie following 
exercises. (Review above material if necessary). Put the fol- 
lowing infomation on the flip chart. 



Exercise 1 



Sale 1 $17.63 

Sale 2 35.71 

Sale 3 61.55 

Sale 4 10.66 

Mercliandise purcliase 51.06 

Werdiandise purcliase 17.07 

Jferchandise purcliase 3.05 

Expense 6 .00 

E:}q3ense 3.00 

Expense 15.00 



Exercise 2 



Sale 1 15.07 

Sale 2 7o07 

Sale 3 1.36 

>ferchandise purchase 20.00 

Expense . 7.00 

E3q)ense 15.00 

Exercise 3 

Sale 3.05 

Paynent on Acc/Rec 135.75 

Merchandise purchase 16.07 

Sale 7.07 

Sale 21.00 

Sale 10.00 

Expense 3.05 

Payment on Acc/Pay 25.00 

Rjq^ense 1 . 16 

■ Mer^diandise purchase 21.00 

Sale . 15.00 
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Solutions to Exercises 



DAILY CASH SHEET 
#1 

teceipts • Payments 

$125.55 Cash Sales 

^ferc].andise Cash Purchase $71.18 
Expenses . Z4.00 

$125.55 TOTAL $ i5.18 



DAILY CASH Sl-EET 
#2 

Receipts Paymfints 

$ 23.50 Cash Sales 

^ferd■^andise Cash Purdiases $20.00 
Expenses 22 .00 

$ 23.50 TOTAL $42.00 



I^ceipts 



DAILY CASH SHEET 
#3 



$56.12 Cash Sales 

I^rchandise Cash Purchases $ 37.07 

Expenses • 4.21 
135.75 Accounts Receivable 

Account Payable 25 .00 

$191.87 TOTAL $66.28 



9. Read Section 8 of tiie Readings. 
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8. Balancing Cash on Han d 

After you have calculated tlie cash on hand you are ready 
to balPTice your cash. 

a. Steps in Balancing Your Cash 

Step 1: First count the inoney you have in your casli 
box or cash register. Mark the figures ddwa 
on the Daily Cash Sheet. For example if you 
have five one dollar bills, tliree ten dollar 
bills and seventy- five cents in change you 
mrk down the figures and total as below: 

5 X 1 = $ 5.00 
3 X 10 = 30.00 

6 X 20 = 120.00 
Silver = 6.75 



Total $161.75 

Tliis is how much money you actually have in 
your cash box' or cash register. 

Step 2: Record the cash on hand figure. 

Step 3: Immediately below the cash on hand figure re- 
cord the cash in till figure. 

Step 4: Subtract cash in till from cash on hand. If 
the difference is zero (0) ^ your cash is bal- 
anced. If the cash on hand is larger than the 
cash in till, your cash is short; that is, you 
have lost some money from the till. If the 
cash in till i's larger than tlie cash on hand, 
your cash is over; that is you have more money 
in the till than you can account for. 



If your cash is over or short; first count the 
; cash, next check the additions on tlie Daily 
Cash Sheet, then check the transferring of the 
document data to the Daily Cash Sheet, and 
then check the additions, etc. on the docu- 
ments . 



10. Ask tile students how tiie information on the Daily Cash Slieet woidd 
be entered into the books of the business. Discuss, bringihg out 
the use of Journals . 
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11. Read Section 9 of the Readings. Refer back to FABl?, ''Recording 
Cash Receipts" and FAB19 , "Recordiiig Cash Payn>ents'', if necessary. 



9. Recording tlie Daily Casli Slieet into the Journal 

Tlie information on tlie Daily Cash Slieet is entered into 
two Journals. Ihe figures on tlie receipts side of tlie Daily 
Cash Sheet are entered into tlie Cash Receipts Journal (see 
FAB17, "Recording Cash Receipts"). Tlie figures on tlie pay- 
ments side of tlie Daily Cash Sheet are entered into the Cash 
Payments Journal (see FAB19, "Recording Cash Payments"). 



12. Read Section 10 of the Readings. Discuss. 



10 . Summary 

Control of the cash carried by a business is very im- 
portant. Mistakes in counting cash are easily made. Be-, 
cause mistakes result in cash loss or customer ill will, they 
are costly to the business. Counting cash is inportant. 

To help you control cash, a Daily Cash Report can be 
prepared. It will allow you to determine if your cash is 
balanced at the end of the day, and it aids in journalizing 
tlie Special Journals. 

You, the businessman, must take care of the^cash in your 
business. You cannot afford to make mistakes when handling 
cash mistakes cost you money and loss of customers. 



Indicator 

13. Have each student, using the information in point 8 above andvthe 
following daily cash positions, balance the cash on a Daily Cash 
Sheet. Put the following information on a flip diarv. 

a. First day beginning balance of $160.00 

b. Cash in drawer at end of each day: 

Day 1: Change $2.37 

5 twenty dollar bills 

5 ten dollar bills 

6 five dollar bills 
8 one dollar bills 
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Day 2: Qiange $0.27 

6 twenty dollar bills 
3 ten dollar bills 

3 five dollar bills 
6 one dollar bills 

Day 3: Qiange $3.96 

9 twenty dollar bills 

4 ten dollar bills 
6 five dollar bills 

5 two dollar bills 
33 one dollar bills 



Solutions to Exercises 



DAILY CASH SI-IEET 

n 



Receipts 
$125.00 



Cash Sales 

Merchandise Cash Purchases 
Expenses 



Payments 



$ 71.18 
24.00 



$125.00 



TOTAL 

Cash beginning 
Plus: receipts 

Less: payments 

Casli on hand 



$160.00 
125.55 



$■ 95.18 



285.55 
95.18 

$190.00 



C ash in Till 

Silver = $ 2.37 
8 X 1 = 8.00 
6x5= 30.00 
5 X 10 = 50.00 
5 x 20 = 100 .00 



Cash Balance 



Cash on hand 
Cash in till 
Over (Short) 



$190.37 
190 . 37 
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■ . DAILY CASH 31-ffiET 

Receipts Payii>ehts 

$ 2 3.00 Cash Sales 

>ferdiandise Cash Purcliases $ 20. Ou 
Expenses . 22 .00 

$ 25.00 TOTAL $ 42.00 

Cash beginniiig $190.37 
Plus: receipts 23.50 

213.87 

Less: payinents * ^ 42.00 

Cash cm hand $171.87 



Cash in 


Till 


Cash Balance 




Silver - 


$ .27 ' 


Cash on hand $171 


.87 


6x1 = 


6.00 


Cash in till 171 


.27 


3x5 = 


15.00 


Over (Sliort) ($ 


.50] 


3 X 10 = 


30.00 


6 X 20 = 


120.00 








$171.27 







DAILY CASH SHEET 

n 

Receipts Payinents 

$ 56,12 Cash:Sales . 

jNierchandise Cash Purchases $ 37.07 
Expenses 4.21 
135.75 Accounts Receivable 

Accounts Payable 25.00 

$191.87 TOTAL $ 66.28 

Cash begiiming $171.87 
Plus: receipts 191.87 

$363.74 

Less: paynients 66 .28 

Cash on hand $297.46 
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Cash ill Till 



Silver •= 


$ 5,96 


33 X 1 - 


33,00 


5x2 = 


10,00 


6x5 = 


30,00 


4 X 10 = 


40,00 


9 X 20 = 


180,00 




$296.96 



Cash Balc^Tice 

Cash on hand $297.46 
Cash in till 296.96 
Over (Sliort). f $ ,50 ] 
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SUBJECT FINANCE, ACCOUNTING; BOOKKEEPING 

LESSON FAB20 'HANI^LING AND RECORDING CASPl 

CASE FAB20 - 1 
"HOW DO I KEEP TRACK OF MY CASH?" 



Today was . the opening day of Peter Gill's- general store. Peter 
was excited because he and his wife had worked hard to open their own 
business. 

Many people came to buy groceries and hardware from Peter. During 
the first day he sold several large orders and took in a lot of money, 
HDwever, Peter also paid out money during the day. He gave boys money 
each time they helped the customers carry home their orders. In 
addition Peter paid a -bill collector and two truck drivers who delivered 
the supplies which he had ordered last week. 

After the last customer went, Peter wanted to find out how im^ch 
money he Iiad taken in from cash sales, and how much he had paid out for 
expenses and merchandise purchases. 

When Peter counted the cash in his cash box, he found lie iiad 
$675.25 rather than the $350.00 he had pur into the casli box in the 
morning. Peter knew, therefore, th^t he now had $325.25 more in the 
cash box tlian when he started. But^how much liad he taken in from cash 
sales? And how much had he paid out and to whom had he paid it? 

When Peter or his wife had served a customer they added the cost of 
the goods on any piece of paper that was handy. Sometimes when there 
were only one or two items, they did not mark the prices down. Peter 
did not have any record of how many customers had come in and how much 
each had bought. Because he had ho records, Peter was not able to de- 
termine his sales. 

Peter could figure out where some of the money he liad paid out went. 
He had receipts from the two truck drivers and the salesman. But he 
did not know how much he had paid out to the boys helping him^as he took 
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the money from the cash box to pay the boys, and he did not keep a re- 
cord o£ how much lie paid them. 

Peter liad no way o£ knowing if he liad tlie correct amount o£ cash 
in his cash box. He wondered i£ there was any way he could keep track 
of his cash. 

Questions for Discussi on 

1. Why would Peter want to keep track of his cash? 

2. ' How could Peter keep track of his cash? 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSvON F.^2 1 BANKING 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The safeguarding of the cash of the business and the keeping of ac- 
curate records are two of the smll business manager's most inportaiit 
jobs. The best metiiod of safeguarding cash is the use of a bank accouat. 
A bank account with a bank or credit union allows the manager to check 
the accuracy of his records by conparing the bank statement to his books. 

In this lesson the student is shown how to open a bank account, 
make deposits, write cheques, record deposits and cheques into the books 
of the business, and prepare a Bank Reconciliation Statement in order to 
check the accuracy of the business 's books. 

It is inportant that the student learn how to correctly enter de- 
posits and cheques into the books of the business. 



OBJECTIVES 

1. Given the necessary information, the students will cojrplete a de- 
posit slip and record the deposit in the Cash Payments Journal and 
on the Daily Cash Ctieet. 

2. Given the necessary information, the students will conplete a cheque 
and record the cheqiie in the Cash Paynents Journal. 

3. Given the necessary informaticn, the students will prepare a Bank 
Reconciliation Statement. 
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RESOURCES REQUIRED 

1. Projectml FABZl-l, ''T\\e Deposit Slip" 

2.. Projectual FAB21-2, "Hie Qieque" 

3. Projectual FAB21-3, "Bank Reconciliation Statement" 

4. Exercise FAB21-1, "Recording Deposits" 
5» Exercise FAB21-2, "Recording Cheques" 

6- Exercise FAB2 1-3, "Bank Reconciliation Stateinent" 

7. Deposit slips for eadi student 

8. ' Blank dieques for eadi student 

9. Multi-colum Journal sheets for eadi student 

10. Led^r sheets for eadi student 



METHODOLOGY 

1. Hand out tlie Readings; read and discuss the Purpose and Intro- 
duction. 



PURPOSE 

Ihe purpose of tliis lesson. is to show you how to: 

1. Open up a bank account. 

2. .Prepare deposit slips and dieques , 

3. Record tiie banking transactions in your books 
4* Prepare a Bank Reconciliation Stateinent. 



INTRODUCTION 

It is very important to protect tlie cash tliat your business 
has available for use. It is unwise to keep large amounts of cash 
on hand because you run a great risk of losing it, • 

A bank account is a safe place to keep your money. You can 
witlidraw your money at any time by sirrply writing a dieque. 

Not onl> is a bank account a safe place to keep your money, 
but also the records that you receive from tlie bank at regular in- 
tervals will aid you in checking your record-keeping. 



CBJECTIVE 1: GIVEN IHE NECESSARY INFORMATION. THE STUDENTS WILL CQMPUETE 
A" DEPOSIT SLIP AND RECORD THE DEPOSIT IN THE CASH PAYMENTS 
JOURNAL^ AND ON IHE DAILY CASH SHEET. 



1208 



FAB21: 



Stimulus 

2. Ask tlie students what services a bank or credit union offers. List 
tlie students' answers on a flip daart, Tliey may include: 



a. 


Savings accounts - regular and special 


b. 


Personal cliequing accounts 


c. 


Current accounts 


d. 


Joint accounts 


e . 


Mail accounts 


f- 


Payment of accoun.ts ' 


g- 


Money transfer 


Ik 


Money orders 


i. 


Bank drafts 


3- 


Travellers cheques 


k. 


Letters of^credit 


1. 


Foreign exchange , 


m. 


Safe deposit boxes 


n. 


Safekeeping 


0. 


Ni^it depository 


P- 


^brtgages 


q- 


Personal loans 


r. 


Business loans 


s . 


Home inprovement loans 


t. 


Fam loans ' 


u. 


Collections 


V. 


Financial advice 



Clarify Problem 

3. Qie of tlie services mentioned is tlie use of accounts for chequing 
and or saving money. Ask how many of the students have accounts 
or have at one time or another deposited money in a bank or credit 
uniai. Ask tliose that have deposited money in a bank or credit 
uaicn how they went about depositing this money. Discuss, having 
the student explain the steps taken to make the deposit: 

a. gather together the coins, currency and cheques to be deposited 

' b. fill out the deposit slip 

c. take the deposit to the bank or credit union or mail it 

d. receive a receipt from tiO clerk. 



Provide Information 

4. Read Sections 1, 2, 3, and 4 of tlie Readings. 
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CONTENT 



.1. Why Use a Barik Accomt 

Carrying large amouats of Cash in your business is dan- 
gerous, I£ fire, tlieft, or loss occur, you would have no way 
to recover tlie cash. How can you prevent this from happening 
to you and still liave funds available to pay your debts when 
they become due? 

Perhaps tlie best way to safe -guard your cash and yet be 
able to use this cash when required is to open a bank account. 
• . You deposit jTioney to tliis account and are able to witlidraw it 
throii^i tlie use of dieques wlienever you wish. ' , 

Not only does a bank account offer a safe place to keep 
your money, but it provides you with statemsnts you can use 
to check tiie accuracy of your records. 

2 . Opening a Bank Account 

The first step in opening, a bank account is to decide how 
much you want to deposit. This amount will depend on two 
things; the amount o£ cash you have on hand, the amount you 
feel you will need in an ordinary day's business for small ex- 
pend' tures. Hiere is no RIGHT amount for every business 
because the cash receipts and expenditures vary from day-to- 
day. You should try to keep on hand the lowest amount of cash 
whicli will meet your expected needs. 

When opening an account, an official of the bank or cred-^ 
it union will first approve your deposit. Then you will be 
asked to sign your najie on a Signature Cardc ' Hiis card will 
be used to dieck your signature on all business documents 
dealing with your bank account. If you want to enable other 
persons to' sign cheques on your account, the bank or credit 
mion must receive written autliority and an exiajiple of. their 
signatures. 



3. Making a Deposit . 

A deposit is tlie cash and/or cheques you are going to 
put into your baiik account. To make a deposit you coirplete a 
form called a Deposit Slip. Generally you receive a copy of 
the deposit slip and the bank or credit union keeps the ori- 
ginal for its records. A deposit slip is shown on the follow- 
ing page . 
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DEPOSIT ^ 

(CHEQUING) ^ 




CREDIT UNION LIMITED 



CR. 



19_ 



CHCOues 



CASH 



CCNTS 



TOTAL 
CHUUKS 



LCt» 

CXCHAN6K 



NtT 

CMCQUeS 



AM 



3^ 



t» I 

X 2 

yx 5 

^X 10 

iix m 
X SO 
X 100 
TOTAL CASH 

SILVCR 

CHCQUrt 
FWD. 



,06 



TOTAL 



CASH 
RECEIVED 



TOTAL DEPOSIT 



LLIft't INITIALS 



OC^OSITCD BY 

L70 
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NOTE: The deposit slip shorn is only one o£ the several fonns 
that are availal:)le from the several banks and credit 
unions. However tlie inetliod o£ filling out all deposit 
slips is basically the same. 

On tlie deposit slip you list all tlie items (cash and 
cheques) that you wish to deposit. The date o£ the deposit 
and the name o£ the baak account are written Oix the deposit 
slip. In this way you know how much was deposited, when it 
was deposited, and to what, b.ank account it was deposited* 

On. the deposit slip illustrated you can see that th^ de- 
posit Was made on January 7, 19 , to the bank account of Joe 

Matliew. Ihe deposit was 'niade up o£ tlie following items: 

. 35 cents in change 
. . 6' one dollar bills 

4 five dollar bills 

5 ten dollar bills 

11 twenty dollar bills 

cheque of W. W. Bownen for $135.00 > 
clieque of C. K. Bulk for $16.00 
dieque of W. Wills for $150.00 

Hiere was 35 cents deducted from tlie deposit to pay for* 
exchange on tl:e cheque of W. Wills. The total deposit was 
therefore, $597.00. 



Recording Baik Deposits Into the Books 

You must record all moneyvthat leaves your business in 
order to keep track of your money. In lesson FAB19, ^*Pe- 
cording Cash Payments", you learned how to set up and use a 
Cash Payn^nt Journal in order to record all cash payments by 
the biosiness . la this lesson you will use this Journal in or- 
der to record all deposits in your bank account. 

The Cash Payment Journal would be basically the sains ^as 
the pne used in FAB19 except you will now add an additional 
colunh called Bank Cr. la this colunn will be recorded all 
transactions, involving your bank account. The column headed 
,Bank Cr. would appear immediately to the riglit of the columnr 
entitled Cash Cr. 
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IVIien a deposit is made, it is recorded in tlie Cash Pay- 
ments Journal as follows : ; ^ 

a. In the Date column, record tlie date tlie deposit is made. 

b. In the Description colunn, write tlie word deposit, 

c. In tlie Cash Cr. colurm, enter tlie amount o£ the deposit. 

d. In tile Baak'Cr. colunn, enter the amount of the deposit, 
but enclose in orackets like the following to indicate 
it is a debits- 
Amount of Deposit 

Joe ^^atliew's deposit of $597.00 would appear in the Cash 
Payments Joumal as follows: 




5* Show Projectual FAB21-1, ^'Ihe Deposit Slip". Using several exanples, 
show how the inforjnation is entered on the deposit slip. 
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FAB21-1 THE DEPOSIT SLIP 
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Indicator 



6. Hand out Exercise PABZl-l, "Recording Deposits". Hand out deposit 
slips, paper for Daily Cash Slieets, and multi-column Journal 
sheets. Instruct the students to complete the exercise using tlie 
information provided. Have one or several students put their work 
on tlie flip chart so that answers can be conpared. 



Receipts 

$119.70 
2.34 
90.00 



Daily Cash Slieet 
July 22 



Cash Sales 
Sales Tax 

Received on Account 

Expens es 

Denosit 



$212.04 



TDTAL 



Cash Beginning 
Total Receipts 

Total Payments 
Cash on Hand 



Cash in Till 



Coin 
44 X 
■ 6 X 
4 X 
4 X 



1 
5 
10 
20 



Total 



= 2.20 
= 44.00 
= 30.00 
= 40.00 
'- 80-00 

196.20 



Cash on Hand 
Cash in Till 

Over/Short 



4.00 
115.00 



119.00 



$103.16 
212.04 
315.20 
119.00 

$196.20 



$196.20 
196.20 

-e- 



Frcnt of Daily Cash Sheet 
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Cash Sales 






$ 31.97 
16.71 

3.08 
33.65 
19 . 25 

1.05 
13.99 


Expenses 

Delivery $2.50 
Repair windows 1.50 


Total 


$119.70 


cj)4 . UU 




Sales Tax 


Deposit $115.00 




$ 1.68 
.50 
.16 






$ 2 . 34 





Back of Daily Cash Sheet 
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CREDIT UNION LIMITED 



CR. 



19- 



CHEQUES 



CASH 



DOLLARS CENTS 



TOTAL 
CHEQUES 



LESS 

EXCHANGE 



NET 

CHEQUES 



13 



7tr 



i3 X 1 

X 2 
X 5 

3 X <o 

;^x 20 
X 50 
X too 

TOTAL CASH 

SILVER 

CHEQUES 
FWD. 



i3 
-10 



^3 



TOTAL 



CASH 
RECEIVED 



TOTAL DEPOSIT 



TELLCW S INITt4L5 



DEPOSITED BY 



11^ 



/9- 



J AJl.^A^ 



^0. 
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OBJECTIVE 2: GIVEN 'HiE NECESSAl^Y INFORMATION, TlIE SlUDENTS WILL COMPLEX 
A a-EEQUE AND RECORD THE Q-IEQUE IN TIIE CASi-i PAYMENTS JOURNAL. 



Stimulus 

1. Show Projectual PAB21-2, '^Hie Qieque*'. 



Clarify Problem 

2. Ask the students if one of them would identify the parts of tlie 
clieque and explain how a clieque is conpleted. 



Provide Information 

3. Read Sections 5 and 6 of tlie Readings. Using Projectual F/321-2, 
show ho^ tlie clieque is filled out. 



5. Payment by Qieque 

Hie amounts of cash deposited in the banJc or credit un- 
ion may be taken out of your account by writing a cheque 
sigied by you ■ or by someone authorized to sign for you. Tlie 
cash will then be paid by the bank to whomever the cheque is 
made out (if your bank account contains sufficient funds.) 

I£ you have a bank account it is wise to make most pay- 
ments by cheque. Cheques will be accepted as' payment by most 
people and businesses. As most of your payments will have to 
either be sent by mail or delivered in person, you will avoid- 
the risk of losing the cash on its route to the creditor's 
office. A clieque can be safely sent throu^ the mail because 
it can be 'cashed only by tiie person or business to wliich tlie 
cheque is made payable. In addition, upon being notified by 
the creditor that he has not received your payment, you can 
notify the bank or credit union to refuse payment of the lost 
cheque and immediately send the creditors another clieque. If 
you make payment in peirson you would singly have to write out 
a cheque, when you get to tlie creditor's office. In this way 
you will avoid carrying large amounts of cash. 

A final reason for paying by clieque is the control that 
cheques offer you in checking tlie accuracy of your records. 
At regular intervals the bank will return to you all iJieques 
<^ii '*4thdrawal slips \>diich were used to withdraw money from 
your account. By using these cheques and withdrawal slips you 
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FAB21-2 THE CHEQUE 
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can dieck tlae accuracy of your records. Later in tiais lesson 
you will leaxn how to prepare a statejnent called a Bank Recon- 
ciliation Statement which deals witli using clieques and witla- 
drawal slips to check tlie accuracy of.your records. 



Making Out a Qaeque 

i_ 



4o ♦ 10th street east 
PRINCE ALBERT, SASK 



PRINCE ALBERT CREDIT UNION LIMITED 

Pay td ^ r^ JA.H.Ctra ~~ or order S J Of) I 



THE SUM r.nr "^^^^^ f)/rU L; jsL x^-^^^ 'U^.O ^ ' ^DOLLARS 



ACCOUNT NO 

i:oDfl?fl--iaflqi: 

Thie dieque must show the date, the naine o£ the payee 
(tlie person or the business to whom the cheque is being paid) , 
the amount tlaat is being paid (once in nunbers and once words) , 
the signature of the payor (the person who sigis the cheque)/ 
and finally the bank accomt the cheque is drawn against. 

In the above cheque is shown the following: 

a. The date the cheque can be cashed is January 7, 19 

b. The payee is S.B.M. Services 

c. The ajnount being paid is $100 .00 

d. Ihe payor is Joe Mathew 

e. Ihe cheque is drawn on a current account (c/a) 

f . This is the first dieque drawn against the bank account 
so it: is nuirbered 1. 

You will notice that a line has been drawn on each side 
of the payee and of the amount. This has been done to prevent 
changes being made to the cheque. For exajrple a dishonest per- 
son covld chan^ S.B.M. Services to S.B.M, Services Lhited and 
cash tiie cheque, Ihe amount, oie hundred dollars, could be 
chan.^d to one hundred and eighty dollars (by adding the words, 
''and ei^ty" and changing lOO'to 180). 

^ \ I 

4. Read Section 7 of the Readings. Illustrate tlie procedure outlined 
in Readings on the flip chart. 
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7. Recording Qieques into the Books 

j All payments by dieque are recorded iato your Cash Pay- 

j nents Journal. Siippose that cheque #1, drawn up by Joe 

i Mathew for the sum of $100.00 and made payable to S.B.M. Ser- 

[ vices , was for the payment of an e3q)ense . The entry to the 

I - Cash Payments Journal would be as follows: 

I 





^JSC^- C^S/^ 
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0 
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To enter a dieque: 

a. Write the date that the cheque is issued in the Date 
colurm . 

b. Write the payee and dieque nuirber in the Description 
colunn. 



c. Write the amount of the cheque in the proper Debit column. 

d. Write the amount of the cheque in the Bank Cr. colunn. 

At the end of each day post the total of the day's cheques 
from the Bank Cr. colunn to the accouit ia the General Ledger 
entitled bank. By posting tlie total of the cheques written 
daily to the "bank" account in the General Ledger you will know 
how much money will be on deposit in your bank account after 
the cheques aro cashed by the payees ♦ 



Indicrtor 

5. Hand out Exercise FAB21-2, "Recording Cheques". Hand out dieque 
. 'blanks to each student. Instruct the. students to prepare cheques 
for the payments in the Exercise and to record these cheques in the 
Cash Payments Journal (use the Journal from FAB21-1) . 



ERLC 
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OBJECTIVE 3: GIVEN THE NECESSARY INFORMATION, Tl-ffi SIUDENTS WILL PREPARE 
A BANK RECONCILIATION STATEMENT. 



Stimulus 

1. Ask: 'TOiat information is shown on a bank statemsnt which isn't re- 
corded on the books of a business?'' 



Clarify Problem 

2. Explain the following to the students: 

a. Banks and credit unions make use of automatic debits in order 
to chargp your account with various types of charges* For 
exajiple, there is a service charge on each cheque processed 
throu^ an account. There are also interest charges which 
can automatically be put througji an account by agreement of 
both parties. Other items which mig^it be charged back to an 
account could be non-sufficient funds cheques, and cheques 
i^iiich weren't paid for other reasons (difference of figures - 
and letters, non-existence of account, or stale-dated items). 
All these charges to an account will not be recorded on the ' 
business 's books in the noxml monthly entries; therefore, the 
balance in the account will differ from the balance on the 
books . 

b-. The other major difference between the balance f.hown on the 

books of ' the business and the true bank balance occurs because 
of the time lapse between recording on the books and receipt 
of cash items by the bank or credit union. For exanple., a 
cheqi:e that is made out and recorded on your books today may 
not be presented tp the bank for payment for two or three weeks. 
Naturally, if you check your account tomDrrow the amount in 
the bank account is going to differ from the book balance by 
the amount of the cheque. 

Provide Information 

3. Read Sections 8 and 9 of the Readings. Discuss. 



8. The Bahkv Statement 
— — 

Badi ncnth the bank or credit mim witli which you deal 
will send you a statenent of your bank accouat and tJie cheques 
paid during the month. Ihe paid dieques returned witli the 



1223 



statement are called cancelled cheques. (They have been 
stajiped PAID and also .ber;r the date of payment) . 

The bank statejnent shown on the following page is tlie 
type of Ledger account tlie bank or credit inion keeps for 
each depositor. .The statement shows the balance on deposit 
at the beginning of tlie montli, the deposits made during the 
month, the cheques paid out, any other changes, and the new 
balance at the end of tlie month. The deposits are shown in 
the bank deposit under * credits'. The cheques and other 
charges are shown in the bank statement under 'debits'. 

Ihe same entries are recorded on your Cash Payments 
Journal as on tlie bank and credit uiion^s books* but from dif- 
ferent points of view^ A deposit in your books is a debit, 
but in the bank or credit mi on' s books it is a credit. A 
cheque or ot-i^r diarge in your books is a credit, but in the 
bank or credit union's books it is a debit. 

In your books a deposit is a debit because it is an asset 
of your business. When you deposit money into tlie bank or 
credit union you still own it but the bank or,_cre,dit union re- 
cords the deposit as a credit in its books because it owes you 
the money you deposit. 

Ihe cheques and other charges are recorded as credits in 
your books but recorded as debits on the~"bank or credit union's 
books. Each clieque or charge that the bank or credit utiion 
puts throu^ your bank account decreases the amount of money 
which it owes you. 



Explanation of Characters on the Statement 

a. L'/C -- Certified. Item 

Th? s means you had the bank make up a certified cheque. 
A certified cheque is one that is guaranteed by the bank 
or credit mien. Mien you have a certified cheque madi.^ 
up, the bank or. credit union takes the money for the 
dieque out of your bank, account immediately and it is put 
into.,a special accoint in order to pay the- certified 
cheque men it is presented for payment. 

b. CM - - Ci^dit ^femo 

Ihis. is a deposit to your bank account by you . or by some- 
one paying a debt tliey owe you. 

c. ' D Loan or Discount 

Ihis IS money deposited to your baik account from a loan 
you obta:^ -.3d from the bank or Credit union. It mi^t also 
be money deposited from- the sale of a Note Receivable (a 



1224 



FAB21 



Below is the Bank Statement which Joe Mathew received 
from the bank at the end of January, 



THE PRINCE ALBERT CREDIT UNION 

LIMITED 



Joe Mathew 
River Road 

Prince Albert, Sasl^atchcwan 



AO' \OrH ST.. Ea«T 
Prince Aloert. Sa«k. 
Telephone 764-V45S 



DEPOSIT 



CHEQUES AND WITHDWAWAtS 



100.00 
23.75 
35.00 

43.91 
. 16,73 
117.93 



429.38 
293.15 
123.66 
191.16 
Z1.50RT 
l.SOSC 



16.21 



75.00 



deposits 
balancTforward' 
597.00 



543.35 



75.00CM 
341.16 



Jan, 


7 


597.00 


Jan 


10 


497.00 


Jan 


15 


422.04 


Jan 


16. 


965.39 


Jai 


16 


829.75 


Jan 


17 


711.82 


Jan 


22 


786.82 


Jan 


25 


1127.98 


Jan 


29 


698.60 


Jan 


30 


405.45 


Jan 


31 


281.79 




31 


90.63 




31 


69.13 




31 


67.33 



THIS 8TATCMENT WILL BE CONSiDEREO CORRECT EXCEPT AS TO ERROPt* 
OR OM)BEtON8 REPORTED WITHIN THIRTY DAYS OF OCLIVERY OR.MAiUfNa. 



PLEASE EXAMINE AT ONCE AND RKPORT ANY OIPFERENCES DIRECT TO CREDIT UNION 
^INDLV WOrirV 1/2 PAOMPTLV OF ANY CHANCE OF AOOIlESS 



EXPLANATION OF CHARACTERS 
CM-CRCDir MEMO RT-ff ErURNCO ITEM I.T -TOTAL SEVERAL CK«. IN -INTEREST 

DM-Debit Memo EC-Error Corrected C/C-Certified Ck. CD-Ovcrdraft 



ERIC 
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uromissory note, etc.) to the bank or credit union. 



DM Debit J^mo 

THTs ^n-y, taken out o£ your bank account by tlae bank or 
credit union, could be an aut03TKitic-i)ay7nent of a loan or 
some bill you have arranged for the bank to deduct and 
remit payment for. 

EC -- Error Corrected 

'Ihis is aiiv entry . the bank or credit union makes to cor- 
i\=ict a mistake they made*, in posting your bank account. 

IN Interest 

This is interest deducted tor a loan you have at 'che bank 
or credit union; it could also be interest paid by the 
bank or credit union on your account. Because the bank 
or credit union uses your money vjhile it is on deposit, 
they pay you interest for letting them use it. 

LT -- Total of Service Charges 

LT stands for the total ajiiount of service charges put 
throu^ your bank account during a stated period. 

OP -- Overdraft 

If you write cheques for more than you have in your ac- 
count you have an overdraft. The overdraft is the amouit 
that the (deques axe over the money in your account. For 
exajiple, if tiie bank or credit union paid cheques total- 
ing $150.00 an'^ yov. only had $100.00 in > ^jr bank accomt 
the overdraft \ ould be $50.00. ' 

Before you overdraw on your account you should n^e ar- 
rangements with tlie manager of the bank or credit union. 
Overdrawing your account is like obtaining a loan; the 
manager and yourself must agree to the terms such as rate 
of payment and interest to be charged. If arrangements 
are not made, the bank or credit micai will not pay (will 
bounce) your cheques* 

R.T* Ife turned Item ■ 

This is a cheque which had been made out to you or your 
business that was returned to your bank or credit union. 
The cheque was returned because it was N.S.F. (non- 
sufficient funds) or had something wrong with it. Be- 
cause the bank or credit union had already credited your 
accomt for the amount of the cheque or had given you 
cash for the cheque, it charges this amount to your ac- 
count. In other words, the bank or credj.t union collects 
from your bank account the money it paid out on the 
cheque. The bank or credit union will return this cheque 
to you immediately so that you can collect fro.i the payor 
(the person >dio wrote the faulty cheque) . 
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SC Service Q aar^^ 

'mis IS a ciiarg tor cashing cheques and hmdling your 
other banking needs. 



Show Projecciial FAB21-3, 'TBahk Reconciliation Staten^nt^', tnen read 
Section 10 of the Readings, pointing out how each item on the 
stateirent is determined. Discuss. 



10. Ihe Bank Reconciliatiori Staten^nt 

To check your bank or credit union balance in your Gen- 
eral Ledg(3r with the balance shown on your bank staterent, you 
make up a special statement. This staterent is called the 
Bank Reconciliation Statement, 



a. 
b, 

cV 
d.* 



To make up this statement for the r.mtli you need: 

the bank ar credi.t union statejient 
cancelled cheques for that montli 

the Bank Reconciliation Statement for Hie previous month 
your books. 



Here are the steps you should follow to make your Bank 
Reconciliation S-' atement: 

a. Using last month's Bank Reconciliation Staterent, check 
to see if the bank has received the deposits whicli were 
not recorded on last mcnth's bank staterent. 

b. Next, check to see if aiiy of the outstanding cheques (m- 
cashed cheques) from last nonth are still outstanding. 
You do tliis by coiiparing tlie nunbers on your returned 
cancelled cheques and the outstanding nimbers on the last 
Bank Reconciliation Statement.' If any are still out-, 
standing, r.iark down tlie number on a blank sheet of paper 
under the heading "Outstanding Cheques". 

c. Now use your Cash Payments Jooxnal for tliis month and 
the bank statejients you have ju:;t received: 

(1) Check to see if the bank or credit union has cred- 
ited any amounts to your bank account (this is 
noted by C/M on the bank statement) . If the bank 
or crediLt union has, mark down tlie amounts on the 
blank sheet of paper under the heading, "Credits by 
Bank". 



ERLC 
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FAB21-3 BANK RECONCILIATION STATEMENT 



SUBJECT 



SERIAL NUMBER 

*]lVlcin]l 39NIK311* 



...r 



BANK 
RECONCILIATION 

NyiAlf of BUSINESS 

DATE of 
RECONCILIATION 

/idcC CREDITS BY BANK 

'Deduct DEBITS, BY BANK 

Sf^^ ADJUSTED BOOK BALANCE 

. Add DEPOSITS NOT RECEIVED 
T>educt OUTSTANDING CHEQUES 

ADJUSTED BANK BALANCE 



•TECHINGE T[MPUT[> 



[TECNirAXj 



» • 

TECNIFAX FlU'AlLE TRANSfARENCY MOUNT 
7V4"»!y' M.\SK-~USE 8V4"«IV' FILM 





UliAi 

k 



jr.. 



•TECIIINGE T[UPLAT(« 
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(2) fext check throughi the debit columa of tixe bank 

statement to see if the bank has deducted aiv money 
from your bank 'account. If the bank or cradit m- 
ion has taken money out of your bank account, mark 
down the reason for the deduction and the ^amount of 
the deduction mder the headin.g "Deductions by Bank". 

d. Now you are ready to adjust your book balance and your 
bank balance. 

(1) To the end of month balance in the General Ledger 
Accoun c Bool: ADD the total of "Credits by Bank"; 
next SUBTRACT the total of "Deductions by Bank". 

. V )u now have your Adjusted Book Balance. 

(2) Next, check throu^ your Cash Payments Journal to 
see if you have made entries for deposits that the 
bank or credit union has not yet received. If there 
are any, mark the amounts m the blank sheet under* 
the heading, "Deposits in Transit". 

(3) Next, check to see if you have v;rit ten' cheques vdiich 
tlie bank or credit union has not yet cashed. If 
there are any, write the nunber of the cheque and 
the amount of the cheque mder the heading, "Out- 
standing Cheques". 

(4) Now you are ready to adjust the bank balance on the 
bank statement. To the end of nonth balance on the 
bank statement, ADD the total of the "Deposits in 
Transit". Next SUBTRACT the total of the "Outstand- 
ing Cheques". The new total is called the Adjusted 
Bank Balance. 

"DIE ADJUSTED BOOK BALANCE IvJUST EQUAL IHE ADJUSTED BANK 
BALANCE 

Joe Mathew's Bank Reconciliation Statement .for January 
31, 19 is shown on the following page. 

The infonnatica used to prepare the Sarik Reconciliation 
Stateirent came from three places: 

a. The Bank Statement 

b. The Cash Payments Journal 

c. The cash accomt in the General Ledger. 

You saw the Bank Statement in Section 8 of these Readings. 
The Cash Payments Journal and the cash accoint of the General 
Ledger are shown on the pages following Joe Mathew^s Bank 
Reconciliation Statement. 
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Ihe balance ia the cash account of January 31 was $116.48. 
This was entered as the "Balance on Books" amount in the Bank 
Eeconciliation Statement. To this amount, all amounts that the 
bank or credit union had deposited into the bank account and 
xvere not recorded in the Cash Payments Journal were added. 
These amounts are noted on the Bank Statement by tlie characters 
C/M (credit memo) . Ihe credits from the Bank during the nonth 
of January were $75.00. 

Balance on Books $116.48 
Add Credits from Bank 75.00 



$191.48 

DEDUCT . Service Charges $ 1.80 

turned Item 21.50 25.3Q 

Adjusted Book Balance $168.18 

i 

The adjusted book balance indicates the balance that 
would appear ia the cash^ account after all the January bank 
accoiyit items are entered in the Cash Payments Journal, 

The next step is to adjust the balance on the Bank State- 
ment. To do this Joe used the Bank Statenent and the Cash 
Payments Journal. First the balance on the Bank Statenent 
($67.33) is recorded. To this' is added all deposits which 
ha'V'e been sent by Joe but not received by the bank. Joe had 
to conpare the deposits recorded in tlie Bank Statement and 
those that had been sent but not yet received or recorded by 
tlie bank. There had been a deposit of $206.17 sent on January 
30 that was recorded in the Cash Payments Journal but not yet 
received or recorded by the bank. 

Balance in Bank Statement $ 67.33 
ADD Deposits in Transit 206,17 

$273.50 

Next all cheques that have been written and recorded in 
the Cash Payments Journal but not yet paid by the bank had to 
be deducted. Ihese we call Outstandin.g Cheques, The cheque 
nunber and the amomt were recorded on the Bank Reconciliation 
Statemmt. The total of the Outstanding Cheques was then sib- 
trated from the total of balance on the Bank Statement plus 
Deposits in Transit in order to get an Adjusted Bank Balance, 

Balance on Bank Statement $ 67,33 
ADD Deposits in Transit 206,17 . , . 

$273,50 
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Outstandiag Qxeques 

#13 $10.01 

#14 74.31 

#15 21.00 105.32 

Adjusted Bank Balance $168.18 

Ihe Adjusted Bank Balance shows how much money will be 
in the bank account after all deposits and cheques have been 
received or paid by the bank. The Adjusted Bank Balance must 
equal the Adjusted Book Balance. 



Indicator 



5. Hand out Exjercise FAB21-3, '^ank Reconciliation Statement". Hand 
out Ledger sheets, and instruct the students to use the information 
in E:xercises FAB21-1, 21-2 and 21-3 to prepare a Bank Reconcili- 
ation Statement as of July 23. 

NOTE: The students must prepare tlie banX account of the General 
Ledger before preparing the Bank Reconciliation Statenent. 

Bank Account in the General Ledger 
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Baaik Reconciliatioa Statement 
Julv 23 19 




Balance ax Books 

Add: Credits from Bank 


$260.00 


Deduct: Service Chargp 


$260.00 
1.50 


Adjiisted Book Balance 


$258.50 


Balance m Bank StateiiBnt 
Add: Deposits in Transit 


$498.50 


Deduct: Outstanding Cheques 
#3 $75.00 
#4 75.00 
#6 15.00 
#7 75.00 


$498.50 
240.00 


Adjusted Bank Balance 


$258.50 


Read Section 11 of the Readings and discuss. 

- - £^ . , \ 



11. Suimary 



In order to protect the cash used by your business, it 
is wise to use a bank accomt. Using a bank account has two 
main advantages: 

a. It is the safest place to keep large amounts of money 

b. At the end of each mmth you will recei^^e a Bank State- 
ment which can be used to check the accuracy of your cash 
records . 

A bank account can be opened at any bank or credit union* 
When opening an account you will be asked to sign a card auth- 
orizing the bank or credit union to pay cheques written on it 
vfoen signed by$!^ourself or someone you have authorized to sign 
cheques for you. 
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Money is put iato your bank accomt by filling out a 
deposit slip. Ihe deposit slip and the cash and cheques you 
want to deposit into your account are either given or sent to 
the bank or credit union. The deposits we recorded in your 
Cash Payments Journal by debiting the Bank Cr. colunn and 
crediting the Cash Cr. colunn. 

l^fciney may be tal;en out of your bank account by writing a 
dieque , Ihe cheque must be signed by you or someone author- 
ized to sign for you. The bank or credit union will pay the 
amount of the cheque to the person or business named as the 
payee. Qieques are recorded in your Cash Payments Journal by 
debiting the proper dr. colunn and ciediting the Bank Cr. 
column. The date, nunfcer and payee of each cheque must be re- 
corded. 

At the end of each month when the Bank Statement is re- 
ceived, you should prepare a Bank Reconciliation Statement. 
Hiis statement allows you to check the accuracy of your re- 
cording and shows you how much money is on account after all 
clieques have been paid and all deposits received. 



ERLC 
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LESSON FAB21 BANKING 



EXERCISE FAB21 - 1 
RECORDING DEPOSITS 



Using the following information prepare a Daily Cash Sheet and a 
Deposit Slip for the day's cash transactions. Enter all the necessary 
information into a Cash Payments Journal. 

1. Cash on Hand at the beginning of business on July 22 was $103.16. 

2. Cash sales during July 22: 

Total Sa les Tax 

$33.65 $1.68 

17.21 .50 

3.24 .16 . 

33.65. -9- 

\ 19.25 -9- 
1.05 • -G- 

13.99 -9- 

3. Cash received on account during July 22: 

W. W. Tees $15.00 
Tom C. Williams 25.00 
Kay MclJCay 50.00 

4. Cash payments during July 22: ' 

a. Paid delivery boy $2.50 

b. . Paid T. C. Jones $1.50 for lepairing window. 

5. A deposit for $115.00 was made at the close of business July 22. . 
The deposit had the following coins, currency and cheques in it: 
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6 nickels 

2 dimes 

6 quarters 
13 one dollar bills 

3 ten dollar bills 

2 twenty dollar bills 
Qieque of T. Ball for $13.75 
Cheque of W. McKay for $16.25 

6. . At the end of the day the following cash was in the till 

2.20 in coins - , ■ 

■ 44 one dollar bills 

6 five dollar bills 

4 ten dollar bills 

4 twenty dollar bills 



ERLC 
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LESSON FAB21 BANKING 



EXERCISE FAB21 - 2 
RECORDING OffiQUES 



Using the iaformaticn given below, prepare cheques for the payments 
listed and record tJiese cliequss in the Cash Payirents Journal. 

Date: July 23 . 

Deposit at end of day: $575.00 

Cheques: #1 T.C. Lee, $25.00 on account payable 

#-2 W.G. Toms, $150.00 for repairs on truck 

#3 C ^ C Garage, $75.00 for oil 

#4 W.W. Viholesale Ltd., $75.00 on account payable 

#5 Cheque to yourself for $15.00 

#6 Central Distributors, $15.00 for cash purchase of 
merchandise 

#7 A.V. Wholesalers Ltd., $75.00 on accouat payable. 
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EXERCISE FAB21 - 3 
BANK RECONCILIATICN STATEMENT 



Using the Cash Payments Journal prepared in Exercises FAB21-] and 
FAB21-2, prepare the bank accomt for the General Ledger; then prepare 
a Bank Reconciliation Stateirent using the information on the Bank State- 
nent below: 



Your Statement 
In Accomt with Any Bank 
Aiyplace 



Debits 


Credits 


Date 


Balance 


Balance brought forward 






nil 




115.00 


July 22 


115.00 


25.00 




23 


90.00 


150 .00 




•23 


OD 60.00 


15.00 




23 


OD 75.00 




575.00 


23 


500.00 


1.50 SC 




23 


498.50 
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FINANCE, ACCOUNTING, BOOKKEEPING 



LESSQN FAB22 THF: GENERAL JOURNAL 



INSTRUCTOR'S GUIDE 



OVERVIEW 

The Journals of a business are often referred to as the "books of 
original entry" or the "day books". Every transaction that occurs in 
the business must be :recorcied in a Journal from the original documents 
of that transaction. The Journal in which the transaction is recorded 
will depend on the nature of the transaction. Purchases of merchandise 
on account are recorded into the Purchases Journal. Sales on account 
(credit sales) are recorded in the Sales Journal* Cash receipts are 
recorded in the Cash Receipts Journal, and cash payments are recorded 
in the Cash Payments Journal • While the majority of the transactions 
that occur in a business will be recorded in these Special Journals, 
some transactions will not meet the criteria for recording in the 
Special Joiamals. Therefore, a General Journal is used. The types of 
trans acti ens recorded in a General Journal are: 

1. Opening entries - entries used to start a bookkeeping system. 

2 . Correcting entries - entries used to correct erroxs in the books 
after a Trial Balance has been prepared. 

3. Adjusting entries - entries used to reflect changes in assets and^^. 
liabilities because of such items as depreciation, bad ^bts, 

or fulfillmsnt of a prepaid contract. 

4. Closing entries - entries used to close the books at the end of an 
accounting period. 

G|pening entries and closing entries have been covered in previous 
lessons (EAB4 and EABll) . Correcting entries are illustrated in this 
lessen. Adjusting entries are dealt with briefly in this lesson; a 
more conplete examination will be done in lesson FAB24, "Making Adjustments' 
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The General Joumal is used to record those transactions which 
cannot be recorded in one of the Special Journals because of the cri- 
teria set down for recording in the Special Journals. All transactions 
of a business must be recorded; therefore, the bookkeeping system makes 
use of the Special Journals and the General Joumal to enable the busi- 
to record all transactions as they occur. 



OBJECTIVE 

Given a list of business transactions, the student will be able to 
identify tlie Joumal in which each transaction would be recorded. 



RESOURCES REQUIRED 

1. E3oercise FAB22-1, 'business Transactions**. 



METHODOLOGY 

1. Hand out the Readings, and read the Purpose and Introduction. 



PURPOSE ' • 

The purpose of this lesson is to discuss the use of the 
General Joumal. 



INTRODUCriON 

When you first started leaming about bookkeeping systejns, 
all beginning balances and business transactions were recorded 
into cne book called a General Joumal. As you progressed it 
becane very time-consuming to record each and every transaction 
into this one Joumal- so you started to use various Special 
Journals. ' ' 

■ • 

1. Cash inflows are recorded into a Cash Receipts Journal, 

2. Cash outflows are recorded into a Cash Payments Joumal. 

3. The purchase of merchandise or services on credit are re- 
corded in the Purchases Joumal. 
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4. ( The sale o£ nierchaadise or services on credit are recorded 
; in. the Sales Joiixnal. 

These Journals handle the majority o£ the transactions you 
have to record, but they cannot handle them all. There are cer- 
tain miscellaneous transactions which do not meet the rules for 
recording in one of the Special Journals. You therefore ha"ve need 
of a Journal into which you can record the miscellaneous trans- 
actions of a business. For this purpose you use what is called 
a General Journal, The types of transactions recorded in it are 
as follows : 

1. Opening entries 

2. Correcting entries 

3. Adjusting entries 

4. Closing 'entries. 

After coirpleting this lesson you will have learned how to use 
the fi"ve Journals involved in the bookkeeping system. These 
Journals are : 

1. Cash Receipts Journal 

2 . Cash Payments Journal 

3. Purchases Journal 

4. Sales Journal. 

5. General Journal. 

By knowing wliat is recorded in each of these Journals and 
how it is recorded, you should be able to set up a bookkeeping 
system to meet the needs of your particular business situation. 



OBJECriVE: Gimi A LIST OF BUSINESS TRANSACTICNS, THE STUDENT WILL BE 
ABLE TO IDENTIFY THE JOURNAL IN WHICH EACH TRANSACTION 
WOULD BE RECORDED. 



Stimulus 

Z. Y^rite the following titles on the top of the flip chart sheets (one 
title to one sheet.) 

a. Purchases Journal ' 
Sales Journal 

c. Cash Payments Journal 

d. Cash Ifeceipts Journal 

e. General Journal | 

Ask the students to identify the type of transactions that would 
be recorded in each of these Journals. 
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Clarify Problem 

3. Ask the students to give exajiples o£ eacli type o£ transaction 

mentioned. Write the type o£ transaction and the exanples under 
the title of the appropriate Journal. (Exaiiiples below.) 

a. Purchases Journal 



Transaction: Purchase of merchandise on account 



Exajiple : 

(1) Beceived merchandise costiiig $100.00 on credit 
Debit Purchases $100.00 
Credit Accomts Payable 100.00 

b. Sales Journal 

Transaction: Sale of merchandise on accomt (credit sales) 
Exanple: 

(1) A credit sale of $50.00 

Debit Accounts Receivable $50.00 
Credit Credit Sales 50.00 

c. Cash Payments Journal 

Transaction: Payment of money by either cash or cheque 



Example : 

(1) Paid $100.00 by cheque owed on Account Payable 
Debit Accounts Payable $100.00 

Credit Bank 100.00 

(2) Paid $50.00 cash on Account Payable 
Debit Accounts Payable $ 50.00 
Credit Cash 50.00 

(3) Paid $15.00 for Expenses 
Debit K:3<penses $15.00 
Credit Bank 15.00 

(4) Withdrew $25.00 for personal use 
Debit Owner's Worth $25.00 
Credit Cash 25.00 

(5) Bought an asset for $100.00, paid by cheque ' 
Debit Asset $100.00 

Credit Bank 100.00 
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Cash Receipts Jouraal 

Transaction: The receipt o£ money either in ..the form o£ 
cash or a bank deposit. 



Exanples : 

(1) Loan o£ $1,000.00 from the bank put into bank account 
Debit Bank $1,000.00 

Credit Loan 1,000.00 

(2) $300.00 cash sales for the day 
Debit Cash $300.00 
Credit Cash Sales 300.00 

(3) Invested additional $500.00 by owner. Deposited in bank. 
Debit Bank $500.00 

Credit Owner's Worth 500.00 

(4) Bank deposit of $150.00 
Debit Bank $150.00 
Credit Cash i 150. 00 

e. General Journal 



Transaction: Any entry which cannot be recorded in a Special 
Journal. 



Types: Opening entries 

Correcting entries 
Adjusting entries 
Closing entries 

Ask the students to give examples of opening entries, cor- 
recting entries, adjusting entries, and closing entries. List 
the exaji5)les on the flip chart headed General Journal that ' 
was prepared in point 1 above. If exairples are not forth- 
coming, proceed to point 4 below. If exanples are put forward, 
discusSs them and then proceed to point 4 below. 



Read Section 1 of the Readings. Refer to lesson FAB4, ''Starting 
the Bookkeeping System" to clarify the procedures for recording 
opening entries. 



CONTENT 

1. Opening Entries 

Opening entries are the amounts owed or owned at the 
tine the books are started. Thiey are tliose entries used to 



ERIC 
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start a set of books. In lessons FAB3, '%at is a Business 
Worth?'' and FAB4, "Starting the Bookkeepijig System" you dis- 
cussed the way in which the dol/.ar figures for what the busi- 
ness owned and what the busiaess owed were entered into a 
General Journal in order to start a set of books for that 
business. 

To review the recording of opening entries into the 
General Journal and into the General Ledger, let's look at 
the following exanple: 

Matt Kramer had been operating his 
business for two months. Although 
Matt had no books for the business, 
he had kept track of the items 
owned, the items owed, the purcliases, 
the expenses," etc. by writing them 
into a scribbler. 

Matt had decided to set up a set of 
books for the business. Ihe first 
thing he did was to determine how 
much was owned and owed by the busi- 
ness. He listed the assets, li- 
abilities, and net worth on a Bal- 
ance Sheet. Ihe values were deter- 
mined using the scribbler in which 
he had recorded all transactions. 
He then recorded the Balance Sheet 
in his General Journal. 





Matt Krajier 






Balance 


Sheet 






as of July 31, 1972 




Assets 




Liabilities and Net Worth 


Cash 


$ 173.71 


Liabilities 




Bank 


1,131.63 


Accounts Payable 


$2,161.17 


Accounts Receivable 


761.18 


Loan 


6,022.90 


Merchandise 


3,315.16 




$ 8,184.07 


Land 


350.0.0 


Total Liabilities 


Building 


3,316.91 


Net Worth 




Equipment 


1,236.19 






Investment 








M. Kramer 


2,100.00 






Total Liabilities 




Total Assets 


$10,284.0 7 


' § Net Worth 


$10,284.07 
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General' Journal Entries 



/I 



/;5 



Z3. 



Z5 



After the items on the starting Balance Sheet are re- 
corded into the General Journal, the General Journal is used 
to post the General Ledger accounts. Each item arid its value 
in ttie General Journal opens a General Ledger account. For 
exaiiple, the General Jouxnal entry of $173.71 for cash opens 
the cash account in the Genaral Ledger. The debit entry of 
$173.71 in the General Journal is debited to the cash account 
in the General Ledger. 

General Journal En.try 







/ 


7 


3 


7/ 


















Y II 





























General Ledger Entry 



ACCOUNT NO 

NAME- 

AapoEss 



SHEET NO.X 
_ TERMS 



. CREDIT LIMIT . 



PATE 



JTEMS 



fOUO 



DEBITS k/ 



CREDITS 



BALANCE 
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All debit entries in the Geileral Journal are entered 
as debits in the -General Ledger accounts. 

All credit entries in tlie General Journal are entered 
as credits in tlie General Ledger account. 



5. Read Section 2 o£ the Readings. 



Correcting Entries 

It is not always possible to conpletely eliminate mis- 
takes in your records. l£ a mistake has been made it must 
be corrected as soon as possible. One o£ the rules o£ book- 
keeping is tliat mistakes are not erased or scratched out; 
rather a correcting entry is put throu^ the books. The cor- 
recting entry is recorded in the General Journal and then 
posted to tlie General^ Ledger accounts in which the error oc- 
curred. 

For exanple, si^pose that on August 5, 1972, W. Tims, 
a credit customer, reported to Matt Kramer that a purchase 
on account for the amount o£ $17.65 had been charged to his 
account on July 28, 1972. tfe had not made the purchase nor 
had he received the merdhandise. Qi checking the accounts 
receivable sales slips £or that date (July 28, 1972), Matt 
Kramer £oilid that it was not, W. Tims but U. ^ims who had pur- 
chased the merchandise on account. Matt checked both these 
accounts receivable in the Accounts Receivable Ledger and 
£ound that W. Tims had been charged with the purchase but U. 
Tims had not. Hierefore, the individual accounts receivable 
accoLcits showed the wrong balances , but the total accounts 
rfeceivable balance (as shown on the accounts receivable con- 
trol account in the General Ledger) was correct. In order ^to 
correct the balances o£ the individual accounts receivable 
accounts, Matt- Kramer made tiie following entry in his General 
Journal . 



Any error in any Journal or Ledger, i£ not found until 
after the Trial Balance has been prepared, is corrected by 
making an entry in the General Journal. Entries made to cor- 
rect errors are called correcting entries. 
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Illvjstrate the procedure for recording correcting entries by doing 
a nunber o£ exairqples. 

a. $100.00 credit sale charged to Williajn Brown on Septeniber 28 
by mistake. Should have been charged to William Baum* 

b. Debited $110.00 on Septenber 16 to the Accounts Payable owed 
to C.T. Hall Ltd. by mistake. Should have debited C.T. 
Paul Ltd. 

c. Debited $25.00 to power accounts Sliould have only debited 
$15.00 to power and $10.00 to heat account. Date of original 
entry Septeirber 11. 



Oil. 



0 



1^ 



7. Rsad Section 3 of. the Readings. Point out to the students that 
adjusting entries will be covered in lesson FAB24, ''Making Ad-^^ 
justments". 



3. Adjusting Entries 

/• 

An adjusting entry may be made at any time that an 
account needs adjustment. Adjusting entries refer to the 
periodic entries made at the end of an accounting period to 
bring the Ledger accounts up to date. There are four common 
types of adjustments which will be discussed in detail in 
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les son FAB24, '[Making Adj us tints''. Tlie four types inay be 
classified as follows: . . 

a. Msrchandise inventory 

b. Accrued and deferred items. 

c. Depreciation 

d. Bad Debts. 

8. Read Section 4 of the Readings. In order to clarify points in the 
Readings, refer to lesson FABll, "Recording Closing Entries". 



4. Closing Entries 

In lesson FABll, "Recording Closing Entries*^, you dis- 
cussed vAiy closing entries are, used and how they are re- 
corded. 

At the end of eacli accounting period, the balance of th.e 
sales account, of the purchases account and of each expense 
account, are transferred (closed) into the profit and loss 
summary account. The balance of this profit and loss summary 
account will show the- net profit or net loss resulting from 
tlie businesses operations during the accounting period. Hie 
balance of the profit and loss sunmary is then transferred 
(closed) in the net worth account in the General Ledger. The 
closing entries (which transfer the balance of the profit 
and loss summary accomt to the net wortJi account) are all 
recorded in the General Ledger. > 

\^ 

i Suppose the balances in. Matt Kramer's sales, purchases, 

and expenses accounts as of August 31, 1972 were: 

Sales Credit balance $4,673.00 

Purchases Debit balance 2,941.00 
E:jq)enses Debit balance 1,211.00 
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After tlie closing entries are posted the balances in 
the accounts affected would be: 

Sales balance nil 
Purdiases balance nil 
Expenses balance nil 
Profit § Loss Summary balance nil 
Net Worth balance increased by 

$521.00 



Read Section 5 o£ the Readings, 



5. Summary 



All transactions must be recorded in the books of the 
business. There are Special Journals that can be used io 
record sales on account, purchases on account, cash receipts 
and cash payments. Information of a specific nature is re- 
corded into these Special Journals. But not all information 
can be recorded into the Special Journals, therefore, you must 
use a General Journal, The types of entries that are re- 
corded into tlie General Journal are: 

a. Opening entries 

•b. Correcting entries 

c* Adjusting entries 

d. Closing entries . 
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You have now set up and used the booKs for a conplete 
five-book accounting system. In the next few lessons you 
will be using these books to prepare Work Sheets and fin- 
ancial statemsnts. 



10. A^lc one of the students to summarizv; in his own words the types 
of transactions that are recorded :ja a General Journal. 



Indicator 

11. Hand out Exercise FAB22-1. Instruct the students to conplete the 
exercise. Ihe students are to identify the Journal in which the 
transaction would be entered by writing beside the transaction one 
of the following designations: 

"P* for Purchases Journal 

"S'* for Sales Journal 

"CP" for Cash Payments Journal^ 

"CR" for Cash Receipts Journal 

"J" for General Journal 

Answers to Exercise FAB22-1. 

CP 1. Purchased merchandise, $546.19, for resale from Glen 
Bros. Trading. Paid by cheque. 

P 2. Received merchandise, $631.31, for resale from Tiller 
Foods Ltd. Arranged credit: 2/10, n/30. 

CR 3. Sold merchandise for cash, $231. 33. 

CP 4. Deposited $1,211.33 to open a bank account. 

J 5. Owner put $1,500.00 into business as starting capital. 

J 6. Building valued at $1,791.00 when books set up. 

CP 7. Purchased office supplies for $50.00 cash. 



CP 8. Paid $129.00 for merchandise receivied two weeks ago. 
Paid by cheque. 

J 9.. Depreciation on equipment calculated at $1,000.00 

J 10. Original equipment valued at $10,000.00 



CR 11. ReceiA^d $65.00 on account from T.C. Msrle. 
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Net profit of $631.00 closed to owner!s worth. 



Startmg cash balance of $239.31. 

Sold jnerchandise valued at $411.38 on credit. 

Cheque of $150.75 issued to Gonzalez and Sons in pay- 
Tiient of. account. 

Withdrew $50.00 cash for personal use. 

Issued cheque of $150.00 to T.C. Jones for wages. 

Received cheque of $15.00 from Bill Shulz as partial 
pa>TTTent of account. 

Original loan from government^ $15,000.00. 
Loan payment $150.00 by cheque #17. 



12. After all tlie students have conpleted the exercise, have two or 
more of them volunteer to put their answers on. the flip chart. 

. • Have students discuss transactions which a7:e not cleai and those 
on the flip charts that differ from those they put on their answer 
sheets . 

In some cases it might be well to refer back to previoias lessons 
to clarify roccrding procedures. 

FAB4 - "Starting the Bookkeeping System" 
EAB5 - "Recording Business Trans act ion^s" 
FAB6 - "Recording Revenues and Expenses" 
FABll - "Recording Closing Entries" 
FAB13 - "Bookkeeping Reviewed" 
FAB14 - "Recording Your Purchases" 
FAB16 - "Recording Credit Sales" 
FAB17 - "Recording Cash Receipts" 
FABl^ - "Recording Cash Payn)ents" 
FAB21 - "J^anking" 

13. For small businesses that do not wish to use the couple te 5 book 
accounting system, the managers can use a Synoptic Journal ^ich 
is an expanded General Journal. This Synoptic Journal can have . . 
as many colunr.5 .as are required to record sales, piarchases and 
various expenses. The Synoptic Journal is explained in FAB28. 



J 12. 

J 13, 

S 14. 

CP 15. 

CP 16. 

CP 17. 

CR 18. 

J 19. 

CP 20. 
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SUBJECT FINANCE, ACCOUNTING; BOOKKEEPING 

LESSCK FAB22 THE GENERAL JOURNAI. 

EXERCISE FAB22 - 1 
BUSINESS TRANSACTIONS 



INSTRUCriQNS 



ERIC 



Listed ^below are a number o£ business transactions. Beside each 
transaction indicate the Journal in which the transaction would 
be entered by placing a P, S, CP, CR or J in the blank. 

nptt represents the Purchases Journal 

^'S** represents the Sales Journal 

''CP" represents the Cash Payments Jouina] 

''CR*' represents the Cash Receipts Journal 

"J" represents the General Journal. 



Journal Trans act i on 



1. Purchased merchandise worth $546.19 for resale from 
Glen Bros. Trading. Paid by cheque. 



2. Received merchandise worth- $631. 3i for resale from 
Tiller Foods Ltd. Arranged credit: 2/10, n/30. 

3. Sold merchandise, for $231.33 cash. 

4. Deposited $1,211.33 to open a bank account. 

5. Owner put $1,500.00 into business as starting capital. 
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6. Building valued at $1,791.00 when books set. up. 

7. Purchased office supplies for $50.00 cash. 

8. Paid $129.00 for merchandise received two weeks ago. 

Paid by cheque. 

9, Depreciation on equipment calculated at $1,000,00, 

10. Original equipment valued at $10,000.00. 

11. Received $65.00 on account from T.C. Merle. 

12. Net profit of $631.00 closed to owner's worth. 

13. Starting cash balance of $239.31. 

14. Sold merchandise valued at $411.38 on credit. 

15. Cheque of $150.75 issued to Gonzalez and Sons in 
payment of account. 

16. Withdrew $50.00 cash for personal use. 

17. Issued cheque of $150.00 to T.C, Jones for wages. 

18. Received cheque of $15.00 from Bill Shulz as partial 

payment of account. 

19. Original loan from goveironent worth $15,000.00. 

20. Made loan payment of $150.00 by cheque #17. 



1 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



UESSON FAB23 DWENTORY 



INSTRUCTOR'S GUIDE 



OVERVIEW 

All goods bought for the puipose o£ resale are kaom as merchandise. 
The valine o£ the nBrchandise oa.hand is called the UBrchandise inventory. 
The procesi? o£ determining the present valine o£ the nerchandise on hand 
is referred to as taking inventory. 

In this lesson the student is shown how inventory is taken. He is 
shown how to enter the inventory onto inventory sheets and how to calcu- 
late the cost value o£ the inventory. In the next lesson, the student is 
shown how to make adjustments in his books in order to ip-date the valine 
o£ the inventory account shown on the Balance Sheet and the Profit and 
Loss Statement 

Inventory is one of the largest current assets carried by most 
businesses. Ihe businessman must take care in recording and calculating 
the amomts and value of nerchandise shewn in the records of the busi- 
ness. 



OBJECTIVE 

• The students Will calculate the cost value of inventory for use en 
a Profit and Loss Statement and on a Balance Sheet • 
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KH50URCES REQUIRED 

1. Projectual FAB23-1, ''Cost of Goods Sold'' 

2. Projectual FAB23-2, "Inventory Sheet" 

3. Exercise FAB23-1, "Calculating the Cost Valiie o£ Inventory" 

4. Exercise FAB23-2, ^'Inventory Quantity and Price List" 

5. Inventory sheets (blank). 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Introduction 
with the students. 



PURPOSE 

In this lesson you will look at what inventory is, how to 
take inventory, and how it can be valued. 



INTRODUCTION 

la earlier lessons the inventory value used in preparing the 
Balance Sheet and the Profit and Loss Statement has been given 
without showing how this dollar amouat was calculated. 

The most inportant assets shown on the Balance Sheet of most 
businesses are cash, accounts receivable, and inventory. Of the 
three, ^' ventory is usually the largest.' Because of the large size 
of tliis u^set, an error in valuing inventory may cause a mis- 
statement of the financial condition of the business. An error of 
20% in valuing the inventory may have as much effect on the finan- 
cial statement as forgetting to include the cash or bank accounts 
on the Balance Sheet. Thierefore, it is inportant that you know how 
to calculate the value of the inventory of your business. 



OBJECTIVE: THE STUDENTS WILL CALCULATE THE COST VALUE OF INVENTORY FOR ' 
USE ON A PROFIT AND LOSS STATEMENT AND ON A BALANCE SHEET. 
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Stimulus 

2. SIiow Projectual FAB23-1, ''Cost o£ Goocis Sold' 



Clarifi^ Problem 

3. Ask the students wuat the inventory figures represent and how a 
dollar valti5 is assigp.ed to them. List and discuss the answers 
given. 



Provide Information 

4. Read Section 1 o£ the Readings. 



. . ^ 

CONTENT 

1. What Is i jLventory ? 

One of the largest and most valuable assets of a business 
is the inve:itory. Inventory is all the iTErchandise owned and 
held for resale in the regular course of business ♦ This in- 
cludes merchandise you have on the shelves of your business, 
in the storeroom, tmd in the warehouse. Since merchandise 
held for resale will usually be sold within* less tlian year's 
time, inventory is a current asset. ; On the Balance Sieet, 
inventory is listed after accounts receivable. 



5- Ask: "What is the first step to be taken in order to find out how 
much in'iTentory is on hand?" List the answers on the flip chart. 

6. Read Section 2 of the Readings, 



2* Taking Inventory 

When you say you are 'taking inventory' you mean that 
you are counting the nunber. of each type of merchandise held 
for resale that your biisiness owns. In most businesses the 
taking of inventory is done only once a year (at the end of the 
year) . It is usual to take inventory after regular biisiness 
hours or on a Sunday. You can make a better count when the 
business is closed to customers because merchandise is not 
being sold or received. 
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FAB2 3-1 COST OF GOODS SOLD 



SUBJECT 



SERIAL NUMBER 



X>ST OF GOODS 50LQ 



INVENTORY, BEGINNING 
+ PURCHASES 
+ FREIGHT 
COST OF GOODS AVAILABLE FOR SALE 



$3160.00 
2651.00 
24.00 
$5835.00 



INVENTORY, ENDING 



$ 3751.00 



^equals: ■■r'i.:^:^v:v:,:;r 
COST OF GOODS Sold s^ipsiffo 






• TICKINtClCMnAlE* 



• TECMIN6E TEHPLATE* 



iTECHINCE TEMPLATE* 



[TICMIFAXJ 

Mum. ■iMMiLim 



nCNIFAX FILIAILl TSANSPARINCY MOUNT 
7V^"x!0" MASK^USI 8V^"x It ' FILM 
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There axe different nethods of counting merchandise. One 
of the siiiplest is to xxse two-man teams. One liBiAer of the 
team counts and calls tlie description and quantity of each 
item. Ihe other persons lists the description and quantity on 
an inventory sheet. 

Suppose that the following items were counted: 

340 cans of ve^table soup • 
. 200 cans of peas 
154 cans of carrots. 

Hie person who counts tlie merchandise puts his or her 
initial in the space called "CALLED BY". 

The person who marked the inventory sheets puts his or 
her initial in the space called '^TERED BY". Below is an 
exarrple of an inventory sheet. 



[NVENTORY 

SHEET NO._i FOLIO 

MONTH g)^^.^Jl^.;^/ YEAR y7 - 

Department location ■ 



CALLED BY ENTERED BY ^ PRICED B Y EXTENDED BY EXAMINED BY 



ITEM NO. 


DESCRIPTION 




QUANTITY 


UNIT 


PRICE 


PER 


EXTENSIONS 




Amount Forward 








































































































































































1 











7. Hand out inventory sheets. Ask: ''Qice you know the (p\NTIlY 

(amount) o£ inventory you have, how will you calculate the cost value 
o£ the inventory?" List the metiiods o£ calculating cost value that 
students suggest on the flip chsxt (refer to MKT8j . 



8. Read Section 3 of the Readings. Use projectual FAB23-2, ''Inventoiy 
Sheet", to illustrate the material, if necessary. 
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FAB23-2 INVENTORY SHEET 
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3, Findiag Inventory Value 

Before you can make up your Balance Sheet and Profit and 
Loss Statement, you have to know the cost value of your in- 
ventory. To g^t this cost value you can either; 

- Find the retail (selling price) value first, then cal- 
culate the cost value. (That is, you calculate from 
retail value) ; or 

- Find the cost value directly from your invoices. 

a. Calculating Cost Value From Retail Value' 

Ihis is the method most retail stores xase to find, the 
value of their inventory. Tnere are two steps to tliis 
yfethod: 

(1) Find Retail Value 

It is very simple to find the retail (or selling 
price) value of your inventory. >^ 

(a) Mark the quantity, description and price of 
each, type of inventory ai the inventory sheet. 

(b) Multiply the quantity times the price , and 
mark the result in the left hand extension 
column on the inventory sheet. 

This gives you the retail value of your inventory. 

An example is shown below: 



SHEET No. L 



INVENTORY 



FOLIO^ 



MONTH ^4lcJhv^J>W rSl YEAR /7 — 



DEPARTMENT 



Location 



Called by ^ Entered by ^ Priced by ^ Extended by 



Examined by 



ITEM NO. 


DESCRIPTION 


V 


QUANTITY 


UNIT 


PRICE 


PER 


''fJkw/A. EXTENSIONS 




Amount Forward 


































—Ml 










M 










1 


Id 
































7 


d 






































52/ 












1 
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Ihe person who calculates the retail value puts his 
initial in the space 'TRICED BY'' and also in the 
space "EXTENDED BY". 

(2) Calculate Cost Value 

Now that you Jaiow the retail value o£ tiie inventory 
you can calculate tlie cost value. To find out 
what the value o£ your inventory is at cost you cm. 
use a Markiq) Table like the one shown on the follow- 
ing page . 

NOTE: For more conplete details on the Markup 

Tables refer to Marketing lesson MKT7, "Set- 
ting Prices". 

Here are the steps you should follows: 

(a) Find the percentage markup on cpst you used 
when first pricing tlie products . In the ex- 
anple the ma^j^i^) en cost was 25%. 

(b) Now find the* correspcnding percentage markup . 
on selling price (or retail) from the Marki:p 
Table. In the exaiiple the markup on retail 
would therefore, be 20%. • 

(c) Put this percentage markup on selling price 
(or retail) in the "number or we i^t" column 
of your inventory sheet. See. inventor/ sheet 
below: 



SHEET No L 



INVENTORY 



Month 



FOuIO_ 

Year 



Department 



Location 



CALLED BY Entered By Priced By Extended By fxamined by 



ITEM NO. 


DESCRIPTION 


V 


QUANTITY 


UNIT 


PRICE 


PER 


EXTENS/ONS 




Amount For>vard 












































./f 










/ 


































7 


















mL 




















1 
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MARKUP TABLE 


Markup as a % 
o£ Selling 
Price (Retail) 


Markiq) as a 

% .. 
o£ Cost 


Markup as a % 
of Sellinp 
Price (or Retail) 


Markup as a 

. 0 

of Cost : 


10.0 


11.1 


35 


53.9 


15.0 


17.7 


35.5 


55.0 


20.0 


25.0 


36 


56.3 


21.0 


26.6 


37 


58.8 


22.0 


28.2 


37.5 


60.0 


22.5 


29.0 


• 38 


61.3 


23.0 


-29.9 


39 


64.0 


23.1 


30.0 


39.5 


65.5 


24.0 


31.0 


40.0 


66.6 


25.0 


33.3 


41 


70.0 


26.0 


35.0 


42 


72.4 


27.0 


37.0 


42.8 


75.0 


27.3 


37.5 


44.4 


80.0 


28.0 


39.0 • 


46.1 


85.0 


28.5 


40.0 


47.5 


90.0 


29.0 


40.9 


48 •.7 


95.0 


30.0 


42.9 


50,0 


100.0 


31.0 


45.0 






32.0 


47.1 






33.3 


50.0 


« 




34.0 


51.5 
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Dgscriptioa 
Vegetable Soup 

Peas 

Carrots 



SHEET NO. L 



(d) Multiply, (retail value of inventory) tines 

(100% minus percentage markup on selling price) 
to get the cost value o£ your inventory. Ihat 
is. 

Cost Valx:e. = (100% - % Markup on Retail) x 
Retail Value. 

Here is how the cost values were calculated: 

Cost Valve 



Markiq) On 
Retail' 



Retail 
Value 



201 
20% 
20% 



$61.20 (100% - 20%-) X 61.20 = 
80% X 61.20 = $48.96 

$70.00 (100% - 20%) X 70.00 = 
80% X 70.00 = $56.00 

$58.52 (100% - 20%) X 58.52 « 
80% X 58.52 = $46.82 



(e) After calculating the xost value enter it in 
the ri^^t hand coluiui of the extension columns 

(f) Ihe persm vriio calculates this cost value of 
inventory puts his initials in the space "EX- 
J\14INED B^'. 

(g) The final thing you do to conplete your dn- 
ventoiy sheet is total the retail and cost 
coltmns. 

M example is shown below: 
INVENTORY 

Folio . 



MONTH J^,^L^3? YEAR /^ -^ 



Department 



LOCATION 



CALLED BY ENTERED BY 1^ PRICED BY 1? EXTENDED BY ' EXAMINED BY 



ITEM NO. 


DESCRIPTION 


V 


QUANTITY 


UNIT 


PRICE 


PER 




5 EXTENSIONS 






Amount Forward 












































AH 










1 


AO 










t 


% 




















1 


Od 










t 


CO 












.am 








s 












V 


h 




















1 


H 


7 








I 




:i 
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You would now use the total cost value viien you make 
lip your financial statenents (Balance Sheet and 
Profit and Loss StateiTBnt) . You would use $151.78 
as the cost value for the 'inventory' section of 
your Balance Sheet. 

You would use $151.78 as the cost valu3 for the 
'endmg inventory' section of your Profit and Loss 
Statenent. 

Finding Cost Value of Inventory Directly From Livoices 
The second way you could find the cost value of your in- 
ventory would be to look up the invoice cost of each type 
of product. You would have to be sure to include both 
purchases cost and frei^t cost. 

This is a very difficult method to xase. You may not be 
able to find some of your invoices or identify which 
articles were bou^t at which price. 

Most retail businesses instead find the cost value of 
their inventory by first finding the retail value. 



9. Hand out Exercise EAB23-1, "Calculating the Cost Value of Inven- 
tory". Have the stiodents coitplete the exercise. Be sure to point 
out how sinple it is to go from the total retail value to a total 
cost value for each department when all goods in that department 
have the same markxp %. Answers: 

a. Hardware and Dry Goods Department 



I Markip 
CTL Retail 



Retail Value 



Cost Valus 



33 1/3 
33 1/3 
33 1/3 
33 1/3 
33 1/3 
33 1/3 
33 1/3 



$ 25.00 



45.00 
90.00 
210.00 
152.00 
125.00 
420.00 



$ 16.67 
ZO.OO 
60.00 
140.00 
101.00 
83.40 
280.00 



$1,127.00 



$751.27 
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b. Grocery Department 



% Marki^) 



1 Retail 


Retail Value 


Cost Value 


20 . 


$120.00 


$ 90.00 


20 


37.50 


30.00 


20 


32.50 


26.00 


20 


80.00 


64.00 


20 


29.40 


23.52 


20 


37.50 


30.00 




$336.90 


$269.52 



10. Read and discuss Section 4 of the Readings. 



4. Summary 

Inventory is one of the largest and most valuable assets 
of a business. It is all the merchandise owned and held for 
resale by the business. 

When you 'take inventory' you count the nunber of items 
of each type that your business is holding for resale. 

To find the inventory value, you must know the cost 
value of your inventory. You can do this either from the 
retail value (the isijiplest method) or directly from your in- 
voices. 



Indicator 

11. Hand out E:?<ercise FAB23-2, "Inventory Quantity and Price List", 
and more blank inventory sheets, if needed. Ask students to do 
the assignment and answer the questicn in the exercise. Aiswei"^: 



% Markip 

on Retail Retail-Value Cost Value 

20 > $ 61.20 ^ $ 48.96 

20 70.00 56.00 

20 58.52 46.82 

20 77.48 61.98 

20 82.50 66.00 

20 44.80 35.84 

20 58.80 46.84 
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70 


A? 7 A 


Xt 7Q 

oo» /y 








20 


n 10 
±± • ±u 


ft fifi 
O • OO 






/ o. oU 


20 




Ql 


20 


U O • OO 


DH- • OO 


25 


*T / • U O 


OD • OU 


25 


57 8 00 


'^Q6 00 
Oz7 O • U U 


25 


4.QQ 80 


X7d fti; 


40 


240 'lO 


Idd 


40 


Q6 80 


08 
•3 o • u o 


25 


o*j • XVJ 


69 "^7 


25 


8Q 6S 


fil 7d 


25 


1*^7 58 

A.O 1 • O 


10*^ 70 


40 


^^8 80 
o • ou 


"^^7 8 

OD O 


25 


14 

. XT' • Z/ o 


11 71 

XX • ^ X 


25 


' IQ QO 

XZ/ • Z/U 


Id Q 


25 


'^7 '^O 


7ft 1 


25 


78 00 


71 00 

LaI. aUU 


25 


-^fl RO 

■J W • aJ U 


'^7 R8 

O / • OO 


25 


71 t^t^ 


^ X 66 


2^ 


6 X fid 

U 0» OH- 


d7 ftft 
H-/ . OQ 


2^ 


Q7 [^n 


nx 1 

/ o. Lo 




1 AH 


Ql nn 
yi • uu 


OO -L/ O 


int; nn 


70 nn 
/u .uu 


OO -L/ O 


90 nn 
• uu 


"XX XA 


OO X/ O 


1 ft 00 

±o • uu 


1 9 nn 
±^*uu 


OO X/ O 




XA. 9n 


OO X/ ^ 


2 A ^0 


16 

xO • OU 


OO X/ o 


^^ 60 

±D • UU 


in 

±u • oy 


OO X/ o 


9 7 60 
/ * uu 


1 ft dn 

± O • H-U 


OO x^ ^ 


dQ "^0 


'^'^ nn 
OO • uu 


40 


366.00 


219.60 


40 


60.00 


36.00 


33 1/3 


108.75 


72.50 


33 1/3 


32.00 


21.34 


25 


2.25 


1.69 


25 


7.02 


5.26 


20 


9.60 


7.68 


33 1/3 


90.50 


60.30 


20 


1.10 


.88 


20 


9.66 


7.73 


25 


7.80 


5.85 


25 


14.95 


. 11.21 




$4,145.56 


$2,971.04 
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SUB/JECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB23 



INVENTORY 



EXERCISE FAB23 - 1 



CALCULt^TING THE COST VALUE OF INVENTORY 



To be sure you mderstaad how to calculate tlie cost vali^ of in- 
ventory, St u if you can conplete the following inventory sheets. 



1. You will have to use the Markup Table given on the following page 
to find the Percentage Markup on Retail. 

2. Each department of the store has its o\^^ markiq). 



3. Each department has a separate inventory sheet. (Ihis is a handy 
way to keep track of your inventory.) 

4. You can calculate the cost value of each item ia the department 
or you can just calculate the total cost valus of all items in the 
department by using the total retail value. It will be quicker to 
work with the total figures. Remenber, you can only use the total 
figures if the percentage marki?) on all items in a department is 
the same. 

You should find the cost value of the inventory in the following 
e:Mercise using both of the ways suggested. (Calculate the cost value 
of each item; calculate the total cost value of all items.) You will 
get the same answer. 



NOTE: 



Exajiple: 



Markup on Cost 



Hardware and Dry Goods 
Groceries 



501 
251 
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MARKUP TABLE 


Markup as a % 
o£ Selling 
Price (Retail) 


Markup as a 
o£ Cost ■ 


Markup as a % 
1 o£ Selling 
Price (or Retail] 


Markup as a 
o£ Cost 


10.0 


11.1 


35 


53.9 


15.0 


■' 17.7. 


35.5 


55.0 


20.0 


25.0. 


36 


56.3 


21.0 


26.6 


37 


58.8 ■ 


22.0 


28.2 


37.5 ■. 


60.0 


22.5 


. 29.0 


; 38 


. 61.3 


23.0 


29.9 


j 39 

1 , 


64.0 


23.1 


30.0 


1 

■ ••■39.5 

1 


65.5.. ■ 


24.0 


31.6 


! 

40.0 . 


66.6 


25.0 


33.3 


41 


70.0 


26.0 


35.0 


42 


72.4 


27.0 


37.0 


42 . 8 


75.0 


27-3 


37.5 


44.4 


80.0 


28.0 


39.0 


1 46.1 


85.0 


29.0 


40.9 


48.7 


95.0 


30. 0' 


42.9 


50.0 


100.0 


31.0 


45.0 






32.0 


47.1 






33.3 


50.0 






34.0 


51.5 
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■a 
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QUANTITY 
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DESCRIPTION 


Amount Forward 






















ITEM NO. 
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SUBJECT 


FINANCE, ACCOUNTING, BOOKKEEPING 




LESSON 23 


INVENTORY 








EXERCISE FAB23 


-2 - 






INVENTDRY QUANTITY AND PRICE LIST 




Quantity 




%. Marki in 


Retail Price 


• De s criDt i on 


nn Post 


Per Item 


340 


Soup 


25 


$ .18 


200 


Pfeas 


25 


.35 


154 


Carrots 


25 


.38 


298 


Beans 


25 


.26 


250 


Pork and Beans 


25 




40 


Peanut Butter 


25 


1.':'.2 


60 


Raspberry Jam 


25 




33 


Plum Jam 


25 


1.28 


41 


Strawberry Jam 


25 


1.09 


10 


Marmalade 


25 


1.11 


615 


Soft Drinks 


25 . 


.15 


96 


Coffee 


25' 


1. 15 


56 


Tea 


25 


1.23 


16/100 's 


Flour 


33 1/3 


2.98/100 


480/10 's 


Salt 


33 1/3 


1.10/10 


510/10 's 


Sugar 


33 1/3 


.98/10 


370 


Cigarettes 


66 2/3 


,65 


170 


Tobacco 


66 2/3 


.55 


198 


Snuff. 


33 1/3 


.40 


163 


Cigars 


33 1/3 


.55 


1375 


Qiocolate Bars 


33 1/3 


.40 


120 lbs. 


Hard Candy 


. 66 2/3 


.49 /lb. 


5 


Wrenches 


33 1/3 


2.99 


10 


Screw Drivers 


33 1/3 


1.99 


150 lbs. 


Nails 


33 1/3 


.25 /lb. 


100 lbs. 


Screws 


33 1/3 


.28/lb. 


10 


Work Shirts 


33 1/3 


5.05 


9 


Work Pants 


33 1/3 


7.95 


8 


Dress Shirts 


33 1/3 


7.98 



ERIC 



1277 



FAB23 



10 


Dress Pants 


33 1/3 


9. 75 


8 


Boots 


50 


17.05 


7 


Shoes 


50 


150.00 


10 


GloA/es 


50 


2 .00 


12 


Mittens 


en 
5U 


1.50 


59 


Fruit Juice 


en 
5U 


.48 




OOCKS 


cn 
bU 


.y o 


24 lbs 


Butte r 


bU 


.oS/lb 


IZ 


Fails 


cn 
bU 


Z . OU 


0 


Hunting lOiives 


cn 
bU 


o . Zb 


•y 

3 


Kiries ,DUj{j 


DO L/ o 


199 QQ 


4 


D-1 -PI oc 9 9 

Kiries 


DO ^/ •!) 


lb . uu 


29 


Shells .3030 


50 


3.75 


40 


Shells .22 short 


50 


.80 


25 


Pencils 


33 1/3 


.15 


36 


Pens 


33 1/3 


.39/2 


20 


Writing Paper Pads 


25 


.48 


10 


Lamps 


50 


9.05 


5 


Paper Qips (box) 


25 


.22 


28 


Li^t ijlbs 


25 


.60/2 


2 


Mops 


33 1/3 


3.90 


5 


Floor Cleaner 


33 1/3 


2.99 



Assignment 

1. Fill out inventory sheets for the above items. 



Question for Discussion 



1. What would the value o£ ending inventory be on the financial state- 
ments for this business? 



SIBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



* LESSON FAB24 ADJUSIMENTS FOR INVENTORY 



INSTRUCTOR'S GUIDE 



OVERVIEW 

In the previous FAB lessons which involved the purchase and sale 
o£ inerchandise, the exairples, exercises, and cases were se'^' up in. such 
a manner that the student did not have to contend with the problem of 
adjusting the value o£ the inventory which was carried througjiout the 
accounting period. In lessons MKT7, "Stv^ckkeepiag", and FAB23, *'In- 
ventory", the student was introduced to a definition o£ inventory, shown 
how to control it for buying purchases , and how to determine its cost 
value to the business, in this lesson the student is shown how to re- 
cord changes in inventory into the books of the biisiness. 

The method recommended for adjusting the inventory is throu^ the 
profit and loss summary accomt. This method of adjusting the inventory 
account- is frequently used, especially in small businesses • Its use is 
particiilarly advantageous in that, first, the same form may be used re- 
gardless of the cojT^arative sizes of the old inventory, the new in- 
ventory, and purchases; and second,- all ti\e detailed informaticn needed 
for the preparation of the Profit and Loss Statement is available in 
one place, the profit and loss suirmary account. The entries for this 
method of adjusting the inventory are recorded in the General Ledger and 
are made by doing the following: 

1* Debit the profit and lo^s summary account the amount of the begin- 
ning inventory. 

2. Credit the inventory account the amount of the beginning inventory. 

3. Debit the inventory account the amount ojt the ending* inventory. 

4. Credit the profit and loss summary account the amount of the ending 
inventory. 
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To aid making tliese adjastments and at the sains tiire prepare for 
making financial statenents, you use a Work Slieet. In this lesson the 
student is shown how to enter the inventory adjustinent figures on the 
Work Sheet and how to use them in preparing tlie Work Sheet calculations 
for the Profit and Loss Statement and tiie Balance Slieet. 

The student should becoms aware that inventories must be adjusted 
to reflect changes in tlieir value during the accounting period, in 
order that a true asset figure can be shown. 



OBJECTIVE 

Given the necessary facts and figures the student will be able to 
make tlie necessary entries in the General Journal and the General 
Ledger to record clianges in inventory during a' stated accounting ;oeriod. 



RESOURCES REQUIRED 

1. Exercise FAB24-1, "Holmes' General Store" 

2. Multi-column Journal sheets 

3. Ledger sheets. 



METHODOLOGY 

1. Hand out the Readings. 

2. Read the Purpose and Introduction. 



PURPOSE 

In this lesson you will learn how to record changes in in- 
ventory into the books of the business. 



INTRODUCTION 

A count of the merchandise held for resale is taken at the 
end of each accounting period. This count of irerchandise and the 
calculation of the dollar value of the merchandise (at cost) is 
called taking inventory. In the lesson just con^^leted, FAB23, "In- 
ventory", you were shown how to take a physical count of the in- 
ventory, how to record the amount of each item onto inventory 
sheets, and how to calculate the cost value of the inventory 
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recorded on the inventory sheets. 

The amomt o£ inventory oi\ned by the bijsiness at the end .o£ 
the accounting period will be different than tJie amomt owned at 
the beginning of that period. In order to form an accurate pic- 
ture of what is owned by the business at the end of the accounting 
period, the amount of inventory owned at that time must be re- 
corded in the books of the busii.jss. 

Some problems to consider are: 

1. How is the inventory on hand at the end of the period re- 
corded into the books of the biisiness? 

2. How do you check the books after entering the ending inven- 
tory to make sure the books are balanced? 

3. What do you use the inventory figures Cbeginning and ending) 
' for? 

! 



OBJECTIVE: GIVEN THE NfECESSARY FACTS AND FIGURES, THE STUDENT WILL BE 
ABIE TO MAKE IHE NECESSARY i2NIRIES IN THE GENERAL JOURNAI. 
AND GENERAL LEDGER TO RECORD CHANGES IN INVENTORY DURING A 
STATED ACCOUNTING PERIOD. 



Stimulus 

3. Tell the students: "In tlie Introduction it is stated that the a- 
mount of inventory owned by the business at the end of the ac- 
counting period will be different than the amount owned at the be- 
ginning of that period. Why?" 



Clarify Problem 

4. Discuss the above with the students. Lead into the following 

questions which are stated at the end of the Introduction to the 
Readings and discuss: 

Question 1: How is tlie inventory on hand at the end of the period 
recorded into the books of the business? 

Question 2: How do you check the books after entering the ending 
inventory to make sure they (the books) are balanced? 

Question 3: What do you use the inventory figures (beginning and 
ending) for? 
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Provide information 



5. Read Section 1 o£ the Readings, 



CO NTENT 

1. The Inventory Account 

The inventory which a business has on hand at anytime is 
an asset o£ the business. Like any other asset (such as 
cash, bank, accounts receivable, land, buildings, or equip- 
ment) , it must be recorded on the books o£ the business. 
When the bookkeeping system is started, inventory must be 
taken (method described in FAB23) and the cost value must be 
recorded into the books. In the same way as other openiug 
balances, the beginning inventory is first debited in tiie 
General Journal, then the debit entry is posted to a General 
Ledger account entitled 'inventory*. If there is any in- 
ventory in stock at the beginnLig, the amount of the debit 
entry for the opening balance is the value of the inventory 
in stock. If there is no in^/entory in stock at the begin- 
ning, theire will be no debit entry, but a General Ledger 
account for the inventory should be prepared. (The balance 
in this account will be zero (0) if there is no beginning 
inventory.) . 



ACCOUNT ND 



NAME. 



ADDRESS. 



SHEET NO 
_ TERMS 



. CREDIT LIMIT. 









DATE 


ITEMS 


FOLIO 


^/" 


'TS 


^/ 


CREDITS 


01 

cir 




BALANCE 































































































































































HiB Inventory Account 
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6, Using an exanple illustrate the recording of the opening inventory, 
Possible Exanple 

Opennjig balances as of October 1, 1972. 



Assets 



Liabilities 



Cash $1,000.00 Loan $4,000.00 

Accounts Receivable 100.00 Net Worth 500. 00 

InA^ntory 1 ,900 .00 ^ 

Building 800.00 

Equipnient 700.00 

Total $4,500.00 Total $4,500.00 

The General Journal entries would be as follows: 































I 








^ 












1 






























— 4 






0 
















lb 




i 


A 


d 


Ob 






















d 


aO 


















































e 























































7. Peferring back to the question discussed in the stimulus (point 3) , 
ask one of tlie students to briefly state vAiy inventory needs to be' 
adjusted at the end of an accounting period. 

Fead Section 2 of the Readings. Discuss in relation to the answers 
suggested in point 3 and point 7. 



8. 
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The Need for Adjusting the Inventoiy Accouat 

Ihe amouat of inventory that a business has changes 
from time to time througjiout the accounting period. These 
changes are caused by two types of business trans acticjns: 

a. Purchases of merchandise - increases the amount of in- 
ventory on hand. 

b. Sale of merchandise - decreases the amount of inventory 
on hand. 

In most small businesses it is very time-consumirig to 
keep a transaction-by-transaction record of the proceedin;?s 
affecting the inventory account, because of the nature of the 
prices representing the two types of trans acticjns -- pur- 
chases of merchandise and sale of merchaiidise. Purchases of 
merciiandise are quoted in cost value \^4lile the sales of mer- 
chandise are quoted in retail (selling price) value. Ihe num- 
ber of accounts that would have to be debited or credited 
make this trans act ion -by -trans act ion method of recording very 
awkward to use. 

For a purchase of merdiandise by cash payii^nt you would 
have to make the following entries: The cost of merchandi.se 
is $5.00 

First Entry -- debit purchases $5.00 

credit cash $5.00 

Second Entry - debit inventory $5.00 

credit purchases $5.00 

For a sale of merchandise for cash you would have to 
make the following entries: The selling price is $6.00. 

First Entry -- debit cash $6.00 

credit sales $6.00 

Second Bitry - debit sales .$6.00 

credit inventory *$6.00 

credit e:)qpenses .75 

credit profit and loss .25 

As you can see each transaction whether a purchase or a 
sale of merchandise involves a nimber of accounts requiring at 
least two Journal entries • If you make a largq nunber of pur 
chases and a large nunbisr of sales during the accounting per- 
iod, the calculations and entries for recording the inventory 
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account would become very confusing. Therefore, it is easier 
to make an adjusting entry at the end o£ the accounting per- 
iod by using the calculated cost value. For the purposes o£ 
controlling the quantity o£ items held in inventory,, it is 
still necessary to use an inventory control such as examined 
in the lesson MKT7, "Stockkeeptng" but the dollar calcula- 
tions are daie at the end o£ each accounting period. 



9. Hand out rnidti-colunn Journal sheets which the students can use 
to prepare Work Sheets. 

10. Using the exairple shown in point 6 o£ this Instructor's Guide-, 
have the students prepare a Work Sheet. 

Additional Information 

a. Cash Sales for October $2,235.00 

b. Credit Sales for October $131.00 

c. Payments received on account $95.00 

d. Credit Purchases $375.00 

e. Paid expenses $488.00 
£. Cash Purchases $105.00 

g. Owe $125.00 on credit purchases made during October 

h. Loan payment o£ $100.00 during October 

i. Ending inventory, October 31 is $1,765.00 

NOTE: Particular attention should be paid to "Ending Inventory" 
(point i) . The next section o£ this lesson explains how 
this is recorded on the Work Sheet. 



Cash 



1,000.00 
(a) 2,235.00 
(c) 95.00 



488.00 
105.00 
250.00 
100.00 



Accounts Receivable 



Cf) 
Cg) 

_Q0 



100.00 




(b) 131.00 






95.00 CO 


136.00 


Balance 



2,387.00 Balance 
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Building Inventory 

800.00 1,900.00 



EqmpnBnt Loan 



700.00 4,000.00 

— Qx) 100.00 



Net Worth Cash Sales 



2,255.00 Ca) 



Ciiedit Sales 



151.00 (bj 



Purchases 



Cd) 575.00 
Cf) 105.00 



480.00 



Expenses 



(ej 488.00 



Accounts Payable 



Cg) 250.00 



575.00 Cd3 



125.00 Cgj 



NOTE: Accounts Payable Purchases $575.00. 

Accounts Payable Balance 125.00 

Accounts Payable Payments $250 .00 

11. Read Section 5 of the Readings.. Discuss using the above example. 



5. Setting \jp the Work Sheet for Adjusting jjitries 

la lesson FAB8 you learned how to set up a Work Sheet. 
Let's quickly review the steps involved, including an entry 
for inventory adjustment. 
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3 



o 



4 
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>< 
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- 








<5 






























'- 
























































































— ^ 


1 ^ 

ha 








7^ 


























<3 
















































> 


















































-§ 






% 










•a 




















o 




































Ci 






















cr 
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Step 1 

Write the heading m the Work Sheet, stating the name of the 
business and the date of the end of the period covered by 
the Work Sheet., 

Ste p 2 

Lismie General Ledger accounts that have balances by num- 
ber and name, and enter the balances in the Trial Balance 
colums of tlie Work Sheet. 

Step 5 

bnter the Profit and Loss Statement items in the profit and 
loss colunns. Ihe cost and expense items are entered in the 
debit colum and the income items in the credit columa. 

Step 4 

TEeold inventory (the inventory on hand at the baginning of 
the period) is entered in the debit profit and loss column 
because it reduces the profit. Enter the new inventory (the 
inventory at the end of the period) in the debit balance 
sheet colum and in the credit profit and loss column. The. 
new inA/entory, which increases profit, must be entered in the 
credit profit and loss column. The new inventory which is 
an asset, is also entered in the debit balance coluim. 

Step 5 

Enter the Balance Sheet items in che balance sheet coliamns. 
The assets are recorded in the debit colunns, the liabilities 
and net worth are recorded in the credit column. 

Step 6 

Add the profit and loss columns. The difference between the 
totals of these columns represents either the profit or loss 
made by the business. If the total of the credit column is 
larger than the total of the debit column, a profit has been 
made by the business during the period. The amount of the 
profit is then entered below the total of the debit coltmn, 
so that when added to it, the totals of the two columns equal. 

If the total of the debit column is larger than the total of 
the credit column, a loss has resulted from tlie businesses 
operation during the period. The ainount of the loss is then 
entered below the total of the credit column, so that when 
added to it, the totals of the two colunns are equal. 

Step 7 

Add the balance sheet colunns. The ajiDunt of the net profit 
is entered below the cotal of the credit column of the balance 
section because it rej)resents the increase to net worth for 
the period. Ix when the amount of this profit is abided, the 
totals of the two balance sheet colunns are equal, ^-Jie Work 
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Sheet is mathematically correct. 

I£ a loss has been suffered, the amouat of the loss is en- 
tered below the total of the debit balance sheet column. 
If the amount of this loss added to the debit balance sheet 
column makes this colurm equal to the credit balance sheet 
column, the Work Sheet is mathematically correct. 

Below is shown an exainple of a Work Sheet. Ihe entries 
for inventory adjustments are blocked in: 

The Beginning Inventory is $3,409.00 
The Ending Inventory is 3,113.00 




u 
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12 • Keau Section 4 of. the Readii>.gs. 



4. Itecording the New Inventory into the General Ledger Accomt 

- After the ending inventory is calculated and entered on 
the Work Sheet you must adjust the General Ledger account in- 
ventory to show the present (ending) balance. 

Ihe Profit and Loss Sujmiary account is used as a sum- 
marization account in adjusting inventory. 

Ihe inventory is adjusted by making an entry in the Gen- 
eral Journal: 























1^ 








w 












CO 



























Ihe amount of the new inventory is then recorded by 
making an entry in the General Journal: 































3 


1 1 

























Ihe purchase account and the other accounts relating to 
merchandise will be closed to the profit and loss summary 
account , 

Ihe inventory and profit and loss suiranary appear in the 
General Ledger as follows: 



ACCOUNT NO 

NAME r^(Vyi/H\^A 



SHEET NO.. 
.TERMS 



ADDRESS- 



. CREDIT LIMIT . 



DATE 


ITEMS 


FOLIO 


v/ 


DEBITS 




CREDITS 


CI 




BALANCE 


























































C 






CO 






















H 


(> 


% 




¥^ 


A\ 


















— 1 




























M. 






























Ik 




A 


1 


/ 












] 
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ACCOUNT NO. 
NAME 



ADDRESS. 



SHEET NO. 
„ TERMS 



. CREDIT LIMIT . 



DATE 


ITEMS 


FOLIO 


s/ 


DEBITS 




CREDITS 


Dl 




BALANCE 


M 






















































SI 


















































































1 














if 


1 


est. 






































T> 












M 







-2/ 




























0 


P 


(» 





















3J 












1 


1 






























































4 




H 


if 
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*- 

























































(The profit and loss summary accomt is closed to the net 
worth account.) 



13 • Instruct the students to make the closing and adjusting entries for 
the Work Sheet \>diich they have just prepared in point 10 above. 



ERLC 



1291 



FAB24 



Below are tlie General Journal entries for closing off the books 
at the end o£ October 1972. 
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14. Read Section 5 of the Readings. Discuss any points that need to 
be clarified in the lesson. 



5 . S\xma. ry 



Inventory consists of inerchandise which is acqiiirec for 
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resale. An inventory count o£ tliis merchandise is ordinarily 
taken at regular intervals, at least at the close of eacli 
fiscal year (busijiebS y^ar) . 

Inventory has an asset account in the General ledger 
which . records in dollar terms tlie merchandise held for re- 
sale. At the end of each accounting period, an adji;istment 
is made in order to bring tliis account i5)-to-date. To make 
the adjustment, you must: 

a. Debit the profit and loss -summary in tlie General Journal 
the amount of the old inventory. (Inventory at the be- 
ginning of the period.} 

To conplete this transaction credit inventoiy the a- 
mount of the old inventory. 

b. Debit inventory in the General Journal the amount of the 
new inventory. (Inventory at the end of the period.) 

To complete this transaction credit profit and loss sum- 
m\ry the amount of the new inventory. 

c\ The entries a and b are then posted to the General Led- 
ger account inventory. Ihe balance will be the value of 
the inventoiy at the end of the period* 

After adjusting the inventoiy account, the businessman 
U5es tlie new balance in this account for Balance Sheet pur- 
poses. It shows the value of the asset inventory as of tlie 
date counted and calculated. 



Indicator ^ 

15. Hand out Exercise FAB24-1, "Holmes^ General Store. 

16. Tell the students to follow instructions given in the Exercise. 

General Ledger Accounts 
See follcviag pagp. 
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Cash 





Qin nn 

" IX) • u u 
















son 00 


50 00 
275.00 


Cf) 


(g) 


3,710.00 






(hi) 


275.00 






(i) 


650.00 








1,000.00 
440.00 


Cj) 












250.00 


Cm] 






400.00 


Cn) 






4,500.00 


Co) 


350.00 



Accounts Receivable 



2,700.00 
(b) 1,556.00 



1,500.00 (c) 

500.00 (d) 

275.00 (h) 

650.00 (i) 



1,531.00 



Inventory 



8,650 . 00 



■Accouits Payable 



1,190.00 

(j) 1,000.00 

(k) 440.00 550.00 (1) 



500.00 



Loan 



(m) 250.00 



10,000.00 



9,750.00 



Net Worth 



(n) 400.00 



1,050.00 



650.00 



Rent 



(a) 280.00 



Purchases 



(b) 550.00 



Credit Sales 



1,556.00 (b) 



Advertising 



Cc) 50.00 
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Salary 



(f) 275.00 



Cash Sales 



5,710.00 (gj 



Baiik 



Co) 4,500.00 



Accounts Receivable Ledger 



(b) 



C. Mains 



420.00 
210.00 



500. OtJ (d) 



130.00 



A. Brown 



1,500.00 
(b) 750.00 



1,500.00 (c) 



750.00 



(b) 



W. Toms 



250.00 
116.00 



275.00 (h) 



91.00 



J. Yeus 



530.00 
(b) 175.00 



650.00 (i) 



55.00 



W. Black 



(b) 305.00 



Accounts Payable Ledger 



Black § Black 



0)1.000.00 



750.00 



550.00 (1) 



Waserman 





440.00 


(k) 440.00 




-0- 


-0- 
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Closing Entries. 
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SUBJECT FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON rAB24 ADJUSTING INVENTORY 

EXERCISE FAB24 - 1 
HOLMES' GENERAL STORE 



Holmes' General Store determines its cost of good? sold each month 
on the basis of its monthly physical inventories combined with a record 
of purchases. Opening Balances on September 1, 197i were as follows: 



Account Debit - ..Creait 

Cash $ 910.00 

Accounts Receivable 2,700.00 

Inventory 8,630.00 

Accounts Payable $ 1,190.00 

Loan . - 10,000.00 

Net Worth 1,050.00 

Totals $12,240.00 $12,240.00 
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Accounts Receivable were : 

C. Adams 
A. Brown 
W. Toms 
J. Yeus 
Total 



$ 420.00 
1,500.00 
250.00 
550.00 

$2,700.00 



Accounts Payable were : 



Black § Black 

Waserman 

Total 



$ 750.00 
440.00 
$1,190.00 



INSTRUCTIONS 



1. 



2. 



Record the Opening Balance into the books and post to General 
Ledger accoimts. 

Set up subsidiary ledgers for the Accounts Receivable and the 
Accoiints Payable. 

Record the following transactions: 
Number Transaction 



1. 



Paid $280.00 for September, rent for store and store 
fixtures. 

Merchandise sales on credit for $1,556.00: ' .. 



C. Adams 
J. Yeus 
W. Black 
W. Toms 
■ A. Brown 



$210.00 
175.00 
305.00 
116.00 
750.00 
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3. 

4. 

5. 

6. 

7. 

8. 

9. 
10. 
11. 
12. 

13. 
14. 
15. 



Received payment o£ $1,500.00 from A. Brovm. 

Received payment of $500.00 from C. Adams. 

Paid $50.00 for advertising. 

Paid Ciirployee $275.00. 

Sold merchandise for $3,710.00 cash. 

Received payment of $275.00 from W. Toms. 

Received payment of $650.00 from J. Yeus. 

-4 

Paid Black ^ Black $1,000.00. 
Paid Waseman $440.00. 

Purchased merchandise from Black § Black for $550.00 
on credit. 

Made loan payment of $250,00. 
Withdrew $400.00 for own use/ 
Made Bank Deposit of $4, 500.. 00. 



Prepare a Work Sheet as of September 30. Complete the Work Sheet 
making adjustments for the inventory taken Septenber 30 and valu- 
ed at $5,125.00. 

Prepare the closing entries for the books as of September 30. 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB25 



FINANCIAL STATEMENTS 



INSTRUCTOR'S GUIDE 



OVERVIBV 



Business operations consist o£ innumerable transactions, inyolving 
the exchange o£ one business asset for another, or the addition or 
contraction o£ indebtedness (through borrowing, or repaying debts) . Each 
o£ these cycles has an influence on the financial status of the business, 
and so must be recorded, classified, summarized and reported in a form 
wliich is meaningful to management and others who may be interested in the 
business operations. The recording of .the internal data makes up the 
bookkeeping system. 

At least two statements are essential for a minimum of understand- 
ing of the financial operations of the business: the Balance Sheet and 
the Profit and Loss Statment. 

The. Balance Sheet and the Profit and Loss Statement are considered 
basic because they reveal the results of past activity. The Balance 
Sheet shows the condition of the business as of a given date in. respect 
to its assets, liabilities and owner's net worth. The Profit and Loss 
Statement is a summary of all activity involving income to the business 
and expenses incurred. The Profit and Loss Statement is commonly a report 
of operations for the period of a fiscal year, and the Balance Sheet is 
a report of financial status at the close of business on the last day of 
the fiscal year. In .a sense, the Balance Sheet is a summarization 
which answers the questions: 

1. Where are we? 



The Profit and Loss Statement reveals how the present state was reached. 



What are we worth.? ' 
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OBJECTIVE 

The students will be able to prepare a Profit and Loss Statement and 
a Balance Sheet from information Contained in the Ledgers of the business 
after the books have been closed off at the end of the accounting period. 



RESOURCES REQUIRED 

1. Case FAB25 - 1, ^^Blair's Store" 

2. Projsctual FAB9 - 4, "Standard Form of a Pfofit and Loss Statement" 

3. Projectual FABIO - 2, "The Balance Sheet" 

4. Overhead with clear plastic roll. 

METHODOLOGY 

1. Do not hand out the Readings iirunediately. 



OBJECTIVE: THE STLIDENTS WILL BE ABLE TO PREPARE A PROFIT AND LOSS 

STATBIENT AND A BALANCE SHEET FROM INFORMATION CONTAINED 
IN THE LEDGERS OF THE BUSINESS, AFTER THE BOOKS HAVE BEEN 
CLOSED OFF AT THE END OF THE* ACCOUOTING PERIOD. 



Stiirrulus 

2, Sho\\^ projectual FAB9-4, "Standard Fom of Profit and Loss Statement". 
Have the students briefly review how the stateament is made up. 

Income 

minus: Cost of Goods Sold 
equals: Gross Profit 
, minus:' Expenses 
equals: Net Profit 

Show projectual FABIO- 2, "The Balance Sheet", Have the students 
briefly review how a Balance Sheet is made up. 

Assets equal Liabilities plus Owner's Worth*. 
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Clarify Problem 

3. Hand out the Readings. Read the Purpose and Introduction. 



PURPOSE 

In this lesson you will be sho^^i how to make up financial 
statements from the bookkeeping sheets and Ledger sheets you 
have used so far in the course. 



INTRODUCTION 

The Ledger accounts that you complete once a month summarize 
all the facts about the operations of your business for the period, 
but they do not provide this information in a form for easy use by 
yourself. After the monthly entries are made, permanent reports 
are prepared for these Ledger accounts. 

The Profit and Loss Statement contains information about the 
■ income, the expenses and the net profit your business made during 
the year. 

The Balance Sheet shows you what your business owes and oms 
at the end of the year. 



Provide Information 

4. Read Section 1 of the Readings, discussing the accounts used to 

make up a Profit and Loss Statement. Have the students list on the 
flip chart the accounts from which information for the Profit and 
Loss Statonent is gathered. . Note the point about sources of income. 
Income is gained from regular operations of the business but opera- 
tions such as collection of commissions, sale of furs, etc., which 
are not principal revenue operations of the business^must also be 
stated if they bring money into the business. When discussing the 
Readings, use the clear plastic roll on the overhead projector to 
illustrate the examples given. 



CONTENT 

1. P reparing the Profit and Loss Statement 

The accounts that contain infoimation you will need to 
make your Profit and Loss Statement are: 
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- cash sales 

- credit sales 

- other receipts 

- purchases 

- freight 

- expenses 

a. Sec tions of the Profit and Loss Statement 
(1) Income 



The first section of the Profit and Loss Statonent has 
the heading ^Income'. There are three types of income: 

(a) income from cash sales 

(b) income from credit sales 

(c) income from other sources 

You can find out how much of each type of income you 
have by looking at the final balances in your Ledger 
accounts. The first two, income from cash sales and 
income from credit sales, aje easy to figure out. 
They are the final figures in the balance columns of 
these accounts . 

But you must be careful when figuring <At how much 
income came from other operations. Such things as 
loans and money put into the business by yourself 
or others are not considered to be income. Income 
from other sources includes: CoiMissions received 
from sales of licences, collection of sales tax, or 
similar duties you do for a small fee. 

If the balances in your income accounts were as 
follows: 



The income section of the Profit and Jo36 Statement 
would look like this: 



cash sales 
credit sales 
other income 



$19,785.31 
1,325.35 
- 0 - 



Income 



Cash Sales 
Credit Sales 



$19,785.31 
1,325.35 



Total income 



$21,110,66 
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(2) Cost of Goods Sold 

The second section of the Profit and Loss Statement 
has :he heading ''Cost of Goods Sold". In this section 
you figure out how much it cost to purchase the goods 
you sold during the year. The information you need 
is found in the follo\\^ing accounts: 

(a) purchases 

(b) freight 

You will also have to count your goods on hand so t''iit 
you know how much inventory you have. You use -the 
Profit and Loss Statement from the last accounting 
period to find out how much inventory you started with. 

If the figures in the accounts are as follows: 

purchases 14,147,69 

freight 225.39 

inventory (beginning) 2,991.36 

inventory (ending J 3,431.36 

The cost of goods sold section is as follows: 

Cost of Goods Sold 

$ 2/991.36 
14,147.69 
225.39 

$17,364,39 
3,431,36 

$13,933.03 



(3)' Gross Profit 

The difference between income and cost of goods sold 
is called the "gross profit on sales. This tells you 
how much mone^ you have available for payment of 
expenses . 

The gross profit for our example can be calculated 
as follows: 

Income $21,110.66 
Less: Cost of Goods Sold 13,933>Q3 

GROSS PROFIT, on Sales $ 7,177,63 



Inventory, beginning 

Purchases 

Freight 

Cost of Goods available 

for Sale > 
Less: Inventory, ending 
Cost of Goods Sold 
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Therefore, you have $7,117,63 to cowr expenses and 
profit. 



(4) Expenses 

The last section of the Profit and Loss Statement is 
"expenses". You list all your expenses and the 
amounts to see how much it cost you to actually sell 
tlie goods. You then siibtract the total expenses 
from the gross profit to find out if you made a 
profit or loss during, the year. The net profit (or 
loss) for our exairple can be calculated as follows: 

Gross Profit on Sales $7,177.63 

Expenses 

Wages $3,430.34 
Enployer C.P.P./U. I,G. 195,00 ' 
Other 1,113.43 

Total Expenses 4,738. 77 

Net Profit ' $2,438.86 



5. Ask tlie students: 'TVhat does a Profit and Loss Statement really- 
tell you?" "Do dollar amounts really give a good picture of how 
well t!he business is doing?" Discuss the students' answers. To 
illustrate the above questions, put two Profit and Loss Statements 
an the oveihead projector. Have the students decide which operation 
is actually the better. Ask the students to give reasons for their 
dioice . 

Profit and Loss #1 Profit and Loss #2 

IncoiiB $100,000*00 $50,000.00 

Cost of Goods Sold 50,000^00 20,000>00 

Gross Profit 50,000-00 30,000.00 

Expenses 20,000-00 10,000.00 

Net Profit $ 30,000.00 $Z0,000.00 

6. Disciass converting dollar figures on a Profit and Loss Statement to 
percentage figures. This is useful because it gives a clearer 
picture of how effective the buying and selling policies of the 
business are. Explain and illustrate the four basic ratios. 
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These are 

a. Gross Profit = Gross Operating Margin (Gross Profit Margin) 

Income 

This ratio tells the degree to which selling price may decline 
without resulting in a loss on operations, and the percentage 
of sales left (after paying for the goods) to pay the expenses 
of the business and to give a profit (v.^hich is the pay of the 
owner). Using the above statements, we have the following % 
Gross Margin: 

Statonent #1 Statement #2 

$50,000.00 X 100^ $30,000.00 x 100^ 

$100,000.00 7" $50,000.00 

= 50% . = 60% 

b. Expenses 
Sales 

This ratio shows how much of each dollar of income is used to 
pay expenses. If this ratio is too high it would indicate 
that the owner should look at his expenses to see if they can 
be cut down without hurting sales . 

Statement #1 Statement #2 

$ 20,000.00 X 100% $10,000.00 x 100% 

$100,000.00 $50,000.00 

= 20% ' = 20% 

c. Cost of Goods Sold 
Sales 

This ratio shows how effectively the business is buying. If 
costs are too high, it might pay the businessman to use other 
suppliers or to buy in larger quantities to gain the discounts 
' offered. 

Statement #1 Statement #2 ' 

$ 50,000.00 X 100 $20,000.00 x 100 

$100,000.00 ■ ?50,000.00 

= 501 = 401 
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d. 



Net Profit 
Sales 



This ratio shows the profit in terms of the sales. You can 
see that even though the first business is making $10,000.00 
more profit than the second business, it is making 10^ less 
profit on each dollar of sales. 



Statement #1 

$30,000.00 X 100 
$100,000.00 

= 30% 



Statement #2 

$20,000>0Q X 100 
$50,000.00 

= m 



7. Read Section 2 and 3 of the Readings. 



2 . Percentage Figures on the Profit and Loss StatCTent 

Many times dollar values on a Profit and Loss Statement do 
not give you a clear picture of what is happening* For example, 
sales of $100,000.00 look a lot better than sales of $50,000.00. 
But, while the dollar amount is larger, it might be costing you 
more for selling the goods. Therefore, you should use 
percentages to see how you are doing. . 

Income is always 100%. All the other figures you are 
interested in on the Profit and Loss Statement are considered 
as percentages on your total income figure. The complete 
Profit and Loss Statement with the percentages calculated is 
shown on the following page . 



3. What do Percentages Mean? 

By calculating the percentages of the Profit and Loss 
Statement, you can tell how much it is costing you to get 
$1*00 of inccme* In the example you just looked at, you can 
see it is costing 88.4<f to get $1.00 of income. Calculated 
as follows: , ^ 

Cost of Goods Sold . 32-2(J: 

Expenses • •. 56.2 <i: 

Total 80t 
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NewStart Store 
Profit and Loss Stateinent 
for period ending Deceirber 31, 19 

Income ^ Per Cent 

Cash Sales $19,785, 31 

Credit Sales 1,325,3S $21,110.66 100 

Total Income 

Cost of Goods Sold 

Inventory, beginning $ 2,991.36 
Purchases 14,147.64 
Frei^t 225.39 
Cost of Goods Avail- 
able for Sale ^ . 17,364.39 
Less: Inventory 

ending 3,431.36 
Cost of Goods Sold 13,933.03 • 66 

Gross Profit $ 7,177.63 34 

Expenses 

Wagps 3,430 . 34 

Fjiployer (CPP-UIC) *' 195 .00 

Other 1,113.43 
Total Expenses 4,738.77 22.4 

Net Profit (Loss) $ 2,438.86 10.6- 



On a sale of $1.00 you make 11.6<j: which is the net 
profit (or loss) percentage. 

Yox can use this type of analysis (breakdown into sinple 
parts] in order to see how you can inprove your operations. 
For -^xaiiple, you mi;E^it feel. that your expenses should not be 
more than 25t for each $1.00 of sales. Therefore, if your ex- 
penses are 351 or 35^ for each $1.00 o£ ^ales, you would 
check your operations to see vAier^ you can cut down expenses. 
Peihaps your employees are not doing an efficient job so you 
would check to seei how their work could be done better. Ask 
yourself such questions as: '*Do they need jnore training? 
Are they not handling customers correctly?" 
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Another example would be if you decide that your cost of goods sold 
should not be more than 75% of sales or 75(|: out of each $1.00 of 
sales. If the goods sold are costing you more than this, you 
would check to see if your buying is being done properly. Perhaps 
you could buy in larger lots and get a better price. The cost of 
freight might be too high for the .small amounts you order at one 
time; therefore, you might order in larger quantities. 

There are many other ways you can use the ^.ercentages from a 
Profit and Loss Statement, but you must decide on the maxianum and 
minimum amounts you are willing to spend for certain things. You 
can do this only when you know what the costs of a business like 
yours are. You can find much of this information by talking to 
people in the line of business you want to go into, by reading 
information in bulletins put out by Dun and Bradstreet and the 
Dominion Bureau of Statistics, and by talking, to professional people, 
such as accountants. 



8. Show Pro jec trial FABlO-2, "The Balance Sheet", and discuss. Ask: 
'IVhat accounts contain the information needed for the Balance Sheet?" 
Discuss . 

9. Read Section 4a. Illustrate the sample Balance Sheet on the flip 
chart or on the overhead projector. 



4. Preparing the Balance Sheet 

a. Content and Fomat 

The other major statement you use in your business is the 
Balance Sheet. A Balance Sheet shows what your business 
owns and owes on a cei^tain date. 

The accounts you use for the Balance Sheet are: 

(1) cash - cash on hand and in the bank 

(2) equipment 

(3) building 

(4) ;and 

(5) inventory (ending) 

(6) accounts receivable 

(7) accounts payable 

(8) loans 

(9) owner's worth 

(10) owner ^s drawings 

(11) profit (or loss) from Profit and Loss Statement. 

Remember from the first lesson on the Balance Sheet we 
said that what the business owns has to balance with what 
1 it owes. 

er|c ^^12 



r ■ 



FAB25 



Th.at is, the ASSETS = LIABILITIES + OWNER'S ftoNEY. The Balance 
Sheet aKfays balances because the assets are what the business 
used money for and the equity (that is, liabilities and owner's 
money) showed where the money cam.c; frcm. 

From the information given on the following page about ■^he 
accounts of The NewStart Store, a Balance Sheet can be made up 
for December 31, 1972. 



ACCOUNT 



BALANCE 
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Cash on Hand 
Cash in Bank 
Accounts Receivable 
Inventory , ending 
Land 

Building 
Equipmenl 
Accounts Payable 
Bank Loan Due 1971 
Loan from Government 
Owner ^s Worth 

Profit (or loss) from P § L 
Statement 



Toms 



102.26 
1,102.48 
2,886.62 
3,431.36 
1,700.00' 

800,00 
1,796.76 



3,516.71 



$ 3,277.40 
1,500.00 
7,120.79 
1,000.00 



• 2;^438.00 



$15,336.19 $15,336.19 



" • . NEWSTART STORE 
. Balance Sheet 
December 31, 19 

ASSETS 

Current Asse ts 

Cash ou Hand $ 102.26 

Cash in Bank 1,102.48 

Accounts Receivable 2, 886 . 62 

In^/^entory, ending 3,431.35 

Total Current Assets 

Fixed Assets 

Land $1,700.00 
Building 800.00 
Equipment 1,796.76 

Total Fixed Assets 

Total Assets 
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$ 7,i;22.72 



$ 4,819.48 
$11,819.48 
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Liabilities and Owner Worth 



Current Liabilities 

AccoUiits Payable 
Bank Loan 

Total Current Liabilities 



$3,227.40 
1,500,00 



$4,777.40 



Long-Term Liabilities 
Government Loan 
Total Liabilities 



$7,120,79 



$11,898.19 



Owner's Worth 



Owner's Worth $1,000.00 
Plus: Profit (or less 

loss) 2,458.00 

Less: Owner's 

Drawings 
Owner's Present 
Worth 



Liabilities and Owner's Worth 



$3,438.00 
3,516.71 



(78.71) 



$11,819.48 



10. Use the flip chart or the overhead projector to show the students 
that there is another form to the Balance Sheet in which the assets 
are listed alongside the liabilities and Owner's worth as follows: 



ASSETS- 
CURRENT ASSETS 

Cash on Hand $ 102.26 

Cash in Bank 1,102.48 
Accountr Receivable 2,886.62 
Inventory Dec. 31/70 3,431.36 
Total Current Assets $ 7,522>T2" 



LIABILITIES AiND OW^R'S WORTH 
CURRENT LIABILITIES 



Bank Loan 
Accounts Payable 
Total Current 
Liabilities 



$ 1,500.00 
3,274.40 

$ 4,777.40 
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FIXED ASSETS 

Land 

Building 

Equipment 

Total Fixed Assets 
Total Assets 



LONG-TERM LIABILITIES 

$ 1,700.00 Government Loan $ 7,120.79 

800.00 Total Long-Tem 

1,796.76 Liabilities 7,120.79 

4,296.76 Total Liabilities $11,898.19 

$11^819.48 OTOER'S TORTH 

Owner's Worth' Jan 1, 

1970 $ 1,000; 00. 

Plus' Profit (loss) 3,438.00. 

Less Owner's Drawing s 3,416.71 
Present Owner's 

Worth $ (78.71) 



Liabilities and 
Owner's Worth 



$11,819.48 



11. Read Sections 4 b. and 5 of the Readings, 



4, b^ Meaning of Terms 

You will notice that when we made up the Balance Sheet, 
the terms current assets, fixed assets, current liabili- 
ties and long-term liabilities appeared. Let's see what 
these terms mean. 

(1) Current Assets 

Assets are listed ori the Balance Sheet in the order 
of ease that they can be changed into money. This 
is why cash on hand and cash in the bank are always 
listed first under the assets of a business. 

Current assets are those assets which could be 
changed into money within a period of one year. 
Therefore you inol.ude: 

(a) Cash on Hand 

(b) Cash in- Bank ( Credit Union ) 

(c) Accounts Receivable 

(d) Inventory. 

(2) Fixed Assets 

Fixed assets are those.. things the business owns that 
will take more than one year to change to money. 
Perhaps you could never sell thesn at all. 
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Fixed assets include; 

(a) Land 

(b) Buildings 

(c) Equipnent. 

(3) Current Liabilities 

Current liabilities are those bills or the money 
your business owes which must be paid within one 
year, 

(4) Long-Term Liabilities " 

Long-term liabilities are those payables which will 
have to be paid more than a year from the Balance 
Sheet date. For exajiple, if you owed the govermnsnt 
$10,000.00 for a loan and you start paying one:.year 
from now, this is considered to be a long-term 
liability on the Balance Sheet you are now making 
out. Qa next yearns Balance Sheet that part which 
must be* paid during the period after the Balance 
Sheet date is considered a current liability and 
the rest is considered a long-term liability. Re- 
meitber long-term liabilities becoine current liabil- 
ities before they are paid. 



5. Calculating Owner's Worth 

This section^ is sometimes called the equity section of the 
Balance Sheet. It tells you how much the business has received 
from the owner;- in other words, how much the business owes you. 

Let's say that after tlie first month you make up a Balance 
Sieet. You iavested $1,000.00 of your money into the business. 
There was no profit or loss on operations, and you did not with- 
draw any money from the business. Therefore, after the mcnth, 
the business oweL you $1,000-00. 

At the end of the second month you again make up a 
Balance Sheet. Mien you started business at the beginning </f 
this second month the bxasiness owed you $1,000.00 (your , 
original investment). During the second month, the business 
made a profit of $500.00. You, as the owner, acquire any" pro- 
fits that the business makes. Once again you don^t make any 
withdrawals from the business. 

a. Your Owner's -Worth Section is as follows: 
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Oder's Worth 

Owner's Worth, begiiming $1,000.00 
Plus: Profit Cor less loss) 500.00 

$1,500.00 

Less: QAraer's Drawings -9- 

Owner's Present Worth $1,500.00 

At tlie end of tlie third month you again make up a Bal- 
ance SJieet. Wlien you started business at the beginning 
of this third month, tlie business owed you $1,500.00. 
During this third month you had a loss of $100.00 on* 
operations. You also withdrew $400.00 from the business 
for your own use. 

b. Your Owner's Worth section for the third montli looks 
like this: 

O wner's Wortl; 

Owner's Worth, beginning $1,500.00 
Plus: Profit (or less loss) ClOQ-00) 

$1,400'.00 

Less: Owner's Drawings 400 >0Q 

Owner's Present Worth $1,000.00 

At the end of tliis third nmth the business owes you 
$1,000.00. This is called your present Owner's Worth. 
It is also called Net Worth or CXvner's Equity. 

You can sometires have a negative present Onier's Worth. 
This means that you have taken more money out of the 
business than you have invested and added throu^i profits. 
This is called a DEFICIT. 



12. Ask: '"mat does the Balance Sheet tell you?" 'Wiat does it tell 
an outsider, for exanple, a banker who is interested in your busi- 
ness?'^ Discuss these questions, tlien read Section 6 of the Readings. 



6. Sumtnary 

The Profit and" Loss Statement shows tlie income, expenses 
and net profit your business made during the accounting per- 
iod. 
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The Balan.ce Sheet shows you how much your business owns 
and how much it owes. Assets always equal liabilities and 
owner's worth. Assets and liabilities are divided into the 
following classes: 

a; Current assets - less than one year 

b. Fixed assets - more than 1 year 

c. Current liabilities payable within one year 

d. Lcng-term liabilities - payable more tlian one year from 
the date of the statement. 

Hie owner's worth section of the Balance Sheet shows how 
much money you have invested in the business. 



I ndicator 

13. Hand out Case FAB25-1, "Blair's Store*'. Have tlie students do the 
assignment. 
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Blair's Store 
Profit and Loss Statenent 
for period ending Deceiriber 31, 1972 



Sales 

Cash Sales 
Credit Sales 

Total Sales 



$2 , 700 . 00 
300.00 



$3,000.00 



Cost of Goods Sold 

Inventory, beginning 

Purcliases 

Frei^it 

Cost of Goods Available 

for Sale 
Less: Inventory, ending 

Cost of Goods Sold 

Gross Profit 



$ • -9- 
5,150.00 
150.00 



5,300.00 
3,160.00 



4,140.00 
$ 860.00 



Expen: 



ses 



Wage Expenses 
C.P.P./U.I.C. 

Enployer Expense 
Other Expenses 

Total Expenses 

Net Profit 



260 .00 

6.00 
134.00 



400.00 
$ 460.00 
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SUBJECT 



FINANCE, ACCOUNTING, BOOKKEEPING 



LESSON FAB25 



FINANCIAL STATEMENTS 



CASE FAB25 - 1 



BLAIR'S STORE 



.Keith Blair and his wife, Margaret, owned and operated their own 
stort* in Bishop's Hills. They had started the business in Decenber of 
1972, at i>diich time they received a loan of $5, 000. 00 from the govern- 
ment and put $2,000.00 of tlaeir own money into the business. 

Before Keith applied for the loan in early September, he had been 
busy arranging to buy land, a building, equipment and goods. He had 
seen many suppliers to arrange for credit, and had arranged with the 
Credit Ltam for money if he needed any after he was open for business. 
Keith knew if he got things arranged before he actually started business, 
he would save himself a lot of trouble. • . 

The loan came throu^ at the end of Novenber. As soon as' it was 
deposited in the Credit Union, Keith began conpleting his plans. He 
bou^t land for $500.00, a building cost him $1,000.00 and equipment 
another $500.00. Next, Keith notified his suppliers to send the goods 
he had on order. The goods cost $5 ,000 .00 and the charge for delivery 
was $150.00. Keith was now ready to op.en his doors for business. 

The business got off to a good start. Many people came to Blair's 
Store to biy their sirpplies. Most of the people paid cash for the or- 
ders they bou^t, but Keith gave out some credit. (By the end of 
Decenber he had given out a total of $300.00 credit to people.) In fact, 
biisiness was so good that Keith found he needed to hire a clerk. He 
hired John Blast for $260.00 a moath. 

Keith decided that he needed more equipment to handle his merchan- 
dise. The cost for the new eqmpment was $1,000.00. Ksith went to the 
Credit IJhion to make arrangements for a loan. The manager talked oyer 
operations of the store with Keith and in the end they agreed to a loan 
of $2,500.00 ($1,000.00 for the equipment, $1,500.00 for operating costs). 
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The loan would be repaid by Decenber 31, 1973, 

Keith had to order more goods from one o£ his suppliers. Instead 
o£ using credit, Keitli paid cash for the order. Ihe order cost $150.00 
and there were no freigjit diarges because it was shipped FOB destination; 
This meant that the sipplier paid tlie freigjit charges. Keith also paid 
$4,300.00 of the amount he owed to his si4)pliers on the first orders he 
had received. 

At the end of tlie first jimtli, Keitli wanted to see how well his 
business was doing. He wanted to make a Profit and Loss. Statement for 
the period ending Decenber 31 as well as a Balance Sheet as of Decenber 
■31. 

The balances in his General Ledger accounts as of Decenber 31, 1972 
were as follows: 



Accomt 


Dr/Cr 


Balance 


Cash in Bank 


Dr 


$3,525.00 


Cash an. Hand 


Dr 


266.00 


Accounts Receivable 


Dr 


300.00 


Credit Sales 


Gr 


300.00 


Loan (due, 1973) 


Cr 


2,500,00 


Cash Sales 


Cr 


2,700.00 


Lpan Cdue, 1977) 


Cr 


5,000.00 


Accounts Payable ' 


Cr 


700.00 


GPP/UIC Contributions 


Cr 


12.00 


Income Tax, Enployee 


Cr 


4.00 


Sales Tax 


Cr 


75.00 


Purdiases 


Dr 


5,150.00 


Freigjit 


Dr 


150.00 


Land 


Dr 


500.00 


Building 


Dr 


1,000.00 


EquipnEnt 


Dr 


1,500.00 


Other Expenses 


Dr. 


134.00 


Wages Ejqjenses 

Enployer's CPP/UIC E}q)enses 


Dr 


260.00 


Dr 


6.00 


Owner's Worth Dec. 1/72 


Cr 


2,000.00 


Owner's Drawiags 


Dr 


500.00 



Ktjith and John counted the inventory on hand at the end of Decenber 
and priced it at a cost valve of $3,160.00. 



Assigimment 

1, Using thr information contained in the case, make up a Balance Sheet 
and a Profit and Loss Statement as of Decenber 31, 1972. 
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PERSONAL FINANCE 



CONSUMER CREDIT 



INSTRUCTOR'S GUIDE 



OVERVIBV 

yiost students v;ill have had some experience vath consumer credit, 
either personally ox indirectly. Consumer credit is indeed a common 
occurrence. It is estijnated that the typical vage earner will work 
four or five years of his life jijst to pay interest charges on his 
consumer loans. 

This lesson does not atteupt to discourage the students from the 
use' of consumer credit. It is hoped that they will learn to see the 
use of cdnsumer credit in the perspective of gooi money management. It 
may be wise to use consumer credit if it provides more enjoyment to the 
family than additional purchasing power at a later tijne. Only the 
family can make this decision. 

Tlie lesson should teach the student the need to shop for consumer 
credit and the need ta incorporate his use of consumer credit into 
his family budget. 



SUBJECT 
LESSON PF4 



OBJECTIVE ' 

The students will be able to evaluate the advantages and disadvant- 
ages of different credit plans. 



REFERENCE MATERIALS FOR INSTRUCTOR 

1. Brown, N.E. Consumer Education . Toronto: The MadMillan Coirpany 
of Canada Limited, 1967, chs. 1 and 3. 
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2. PriTivie, John R> It^s Not Just Money . Madison, Wisconsin: CUNA 

International Inc., 1967, chs. 1, 2, 3. 

3. Using Credit Wisely. Madison, Wisconsin: CUNA International Inc. 



RESOURCES REQUIRED 

l/ Projectual PF4-1, "Buy Now - Pay Later"! 

1. Case PF4-1, 'Mr. X's Family Budget - Part 2". 

3. Filmstrip, ''Making Credit Work for You" or 'You Take tlie Credit" 
or film, "Wise Use of Credit'\ (10 mnutes). 

4. Application forms and other materials on variotas types of retail 
and loan credit plans. For exanple: 

a. retailers - largp dei^.'^rtmsnt store's charge 

account plans 

b. banks - ChargeX, consumer loans (demand 

notes and time notes) 

c. oil conpanios - credit card 

d. finance conpanies - various types of personal loans 

e. car dealers varioias tine payment plans 

5. Sairples of sale? contracts. 

6. Resource person to discuss consumer credit and savings. • This 
person may be a financial counsellor, home economist, bank or 
credit union loan manager, credit manager from retail store, etc. 



METHODOLOGY 

1. Do not hand out Readings immediately. 



OBJECTIVE: THE SlUDENTS WILL BE ABLE TO EVALUAIE IHE ADVANTA.^^S AND 
DISADVANTAGES OF DIFFERENT CREDIT PLANS. 
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Stimulus 

2. Show Projectual PF4-1, »'Buy Now - Pay Later^\ 



Clarify Problem 

3. Discuss the projectual. Ask students to relate their personal 
experiences . . 

Ask: '^Vhat are the advantages and disadvantages to buying on 
credit?*^ List ansv;ers on the flip chart and discuss. 

Ask: *Wiat things should you check into before buying something 
on credit?" 

Ask: *Tiow can you calculate the amount of credit payments you can 
afford?'^ 



4. Hand out the Reading; read and discuss- the Purpose and Introduction. 



PURPOSE 

In this lesson you will discuss the meaning of the terai 
* consumer credit*, the different types of consumer credit, and 
some of the advantages and disadvantages of \asing consumer credit. 
You will look at ways you can calculate how much credit you can 
afford, and at the application foims you will have to fill out 
before you can get consumer credit. Also, you will discuss the. 
things you should consider when borrowing money or charging goods 
.on credit. 



INTRODUCTION 

Many families have money problems because^ they use credit 
imwisely. They charge too much, then cannot mfeet the payments » 
It is important for you to prevent your family from falling into 
this credit trap. The more you learn about the wise use of 
consumer credit, the better you will be able to manage your 
family money matters • 
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PF4-1 BW nCM - PAY LATER 
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Provide Information • ■ , 

5. Show the film, *Wise Use of Credit*' (10 minutes) or one of the 
filmstrips, ^Waking Credit Work for You" or "You take the Credit". 
Discuss. 

6. Read Sections 1, 2 and 5. Discuss Pich section and relate to 
student experiences. 



CONTENT 



1. What Does Consumer Credit Mean? 

You and your family are consumers; you buy and use many 
things in your everyday living. For some items you purchase, 
you may pay a lump sum at a futuie date, or you may pay small 
amounts at regular intervals. This is called using consumer 
credit. In effect, you are using someone else's money to buy 
the things you need or want, until you can pay for them at a 
later date. 

Using consumer credit reduces the amount of money you 
have available to spend on consumer goods. Suppose, for 
exajiple, you buy a $600.00 colour television set through some 
fom of consider credit. The cost of financing is $250.00 over 
three years. This means you will pay a total of $850.00 for 
the television set. You will have $250.00 less purchasing 
power for buying other goods than you would have had if you had 
paid for the set in cash. 

A person who buys largely on credit finds that a big' part 
of his income is used to pay interest on his credit purchases 
r>-thdr than buying consumer goods. 

There is anot?ier type of credit used in business, called 
producer credit, in which a business uses money ox credit the 
same way a consumer buys goods on credit. The business must 
pay interest on the money it uses. The difference is that the 
business uses the money it borrowed on credit to earn more 
money for the business than it has to pay in interest. Thus, 
when producer credit is well lased, it is. a means of increasing 
profits. for a business. Consumer credit always reduces a 
person's purchasing power. (Producer credit will be discussed 
in greater detail in the Finance, Accounting, Bookkeeping 
lessons.) 
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2. Types of Consumer Credit 



There are two types of consumer credit: instalment 
credit and non- instalment credit. The term 'instalment' 
refers to a series of small payments; each payment is called 
an instalment. 

a. Features of non- instalment credit 

The purchaser charges items at a retail store on credit, 
and pays the total amoimt of all the credit purchases in 
a single lump sum, usually within '30, 60 or 90 days. 
This is aljnost like paying cash for goods, as no interest 
is charged. This is a convenient type of credit 
purchasing. 

b. Features of instalment credit 

The purchaser charges items at a retail store or borrows 
from a lending agency, then pays back the money in two 
or more payments, usually a regular amount per v/eek or 
month. Instalment .payments may last for several yoars. 
There are two types of instaJjnent credit. 

(1) Loan credit which refers to money borrowed to buy 

goods or serv'ices. Money may be borrowed from banks, 
credit unions, finance companies, or friends. Inter- 
est is charged on loan credit. 

. (2) Retail credit which refers to charging goods in a 
retail store; also called purchase credit, buying 
on time, credit buying, charge account buying or 
credit card buying. Interest is charged on retail 
, redit unless the account is paid out in one lunp 
sum .each month. 



3. When Will You Have to Use Consumer Credit? 

You will have to borrow money (use loan credit) or charge 
goods (use retail credit) whenever your family wants to spend 
more than it earns. In other words, t^^henever income is not 
large enough to cover spending, it is necessary to use consumer 
credit. You can either borrow money or charge goods, 

If you keep a family budget, it will be easy to see when 
your family may need consumer credit. The budget should help 
you plan the wise use of credit. 



Read Section 4 o£ the Readings. Con5)are student's ideas of 
advantages and disadvantages as given in point 3, above, to those 
listed in the lesson. 
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4 . \Vhat Are the Advantages and Disadvantages of Using Consumer 
Credit? . •. . 


a. Advantages 


(1) 


You get nKDre satisfaction out of buying things now 
than later. The iimnediate enjoyment makes going 
into debt worthwhile. 


(2) 


You are able to buy things you need to live . 


(3) 


You do not have to spend your savings. 


C4) 


You can save money by buying now if the items are 
on S£de. • 


(5) 


You can use the items while you are paying for them. 


Do you agree with these points? Can you think of any 
other advantages to using consumer credit? 


b. Disadvantages 

1 


(1) 


You may be in debt forever. 


(2) 


Consumer credit is expensive. You have to pay 
interest on the money you borrow, and usually on 
the goods you charge-^ . . 


(3) 


You may 'overbuy' because it is. so easy to use 
consumer credit. This will restrict your freedomi 
in the future because a large part of your salary 
will be used in making credit payments. 




You may not be able to pay your debts^ if your in- 
come drops, or stops. - 


Do you agree these points? , Ai*e there other dis- 
advantages? You can see that using consumer credit ineans 
you are using somebody else's. tnoney to buy things. If 
you take out a loan from a bank ^:o buy things, you are 
using the bank's money. It you charge things up at a 
store, you aie using the store's money. 


Can you think of times where you had to use cOiisuraer 
credit? Was it loan credit or retail credit? 
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8. Read and discuss Section 5 of the Readings. 



5. How Much Credit Can You Afford? 

If you keep a family budget, you will be able to 
calculate how much credit you can afford. Por exanrple, 
suppose your monthly budget looks like this: 



Income 


Per Month 


Gross (Total) Pay 
^Payroll Deductions 


$400.00 
50.00 


Net (Ta e Home) Pay 


$350.00 


Expenses 




Food 

Housing (rent, utilities) 


75.00 
150.00 


Medical 
Clothing 


25.00 
10.00 


Credit payments on car 
Credit payments on furniture 


60.00 
10.00 


Total Expenses 
Balance 


■J 

$330.00 
'20.00 



Therefore, you can only afford another $20.00 a month 
worth of credit. However, you should plan'yo^^ budget ahead 
for at least a year to see if you will be able to afford 
this $20.00 a nionth all year long. Also you should look at 
/ hov7 Mich interest it is costing you to borrow or charge. 

It is dangerous to only look at the size of the monthly 
payments. There are emergencj.es which coQAe up. If you have 
too many payments , you may have difficulty with the emergency 
needs. Maybe it would be better for you to save up the 
money first and pay cash, rather than buy on credit. 

What -is - the maximum amount of extra credit you' can 

afford? Each family must calculate this by doing a family 
budget and deciding what is most important to them. 



9. Read Sections 6 and 7 of the Readings. Pass out 

the various brochures and forms obtained from retail stores and 
lending institutions. Discuss the material and encourage students 
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to look for the teims: interest, credit limit, references, etc. 
These are the types of forms they will fill out if they apply for 
credit. Quite often th^.y will not take the time to read the fine 
print at the time. 



6. Credit Applications 

If you borrow money from a bank, you have to fill out an 
application form and sign a promissory note. 

If you want to use a charge account or get a credit card i 
at a store (or service station) you have to fill out a credit 
application form. 

Most application forms for loan credit or retail credit 
ask for the following information: 

a. your name and address 

b. yo^ir occupation 

c. where you work now and where you worked previous to your 
present job 

d. your wife's enp layer Cif she works) 

e. next of kin 

f . personal references 

g. other debts yc:i owe 

h. your personal assets, and 

i. how much credit or loan you want. 

Why do you think they want tliis information? 

Before you sign a loan or retail credit application, 
there are several things you should consider. You should ask 
yourself the following questions: 

a. What are the TERMS of the loan or retail credit? How 
big are the monthly payments? How long will it take to 
pay back? What are the penalties for late payment? 
What is the interest ch^^rge? {You will learn how to 
calculate interest in lesson PPS.) ^ --^ 

b. Do I have the ABILITY to pay? You can figure this out by 
looking at your budget. You may have a very siiiall capac- 
ity to take on extva credit payments. 

c. What has been w PASr PERTORMANCE in paying off credit 
debt? Have I missed payments? Have I wished I had never 
bought the thing on credit in the first place? 

d. Will I have steady employment or INCOME in the future? 



ERIC 



1331 



PF4 

I e. What SECURITY or collateral is required? Will I havre to 

j jnortgage ny house? car? other personal assets? 

i You can see that the things you should consider when 

applying for consumer credit are indicated by the forinula 
TAPES. That is, you should consider: 

T - the terms of the loan or retail credit: 
A - your ability to pa/ 

P - your past performance with consumer credit 
E - your employment future 
S - the security required 



7. Summary 

Consumer credit is a very useful and convenient means of 
enjoying consiimer goods before a person lias the money to pay 
for them. However, the consumer must remember that the xise 
of too much credit reduces the purchasing power a person has, 
since a part of the income is spent on interest and finance 
chai'ges . 

People using consumer credit frequently forget to shop 
for consumer credit. They will spend a great deal of time 
and effort looking for the right car, television, etc. They 
will try to get the best price on these. ..goods and then lose 
all their gains by neglecting to spend a few minutes shopping 
for the cheapest source of consumer credit. 



10. Invite the resource person to come at some specified time to 
discuss consumer credit and savings. 



Indicator 

11. Hand out Case PF4-1, whi^zh is a continuation of the case in Lesson 
PF3. Read the case with the students. Have each student do the 
assignment at the end of the case. Once the assignment is 
con5)leted, discuss the questions with all students. Note that this . 
case tids in budgeting, savings and consumer credit. 

Solutions to the Case 

Assignment 

Students should fill out a separate budget sheet for each credit 
• plan. The pertinent figures. for each plan are: 
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Plan 1: 

Payments to 
Retail Store 


30 


30 


30 


30 


30 


30 


30 


30 


30 


30 


30 




TOTAL EXPENSES 


415 


435 


415 


515 


435 


415 


415 


515 


515 


415 


435 


685 


BALANCE 


+35 


+15 


+35 


-65 


+15 


+35 


+35 


-65 


+35 


+35 


+15 


-235 




Plan 2: 
Payments to 
Finance 
Company 


28 


28 


28 


28 


28 


28 


28 


28 


28 


28 


28 


28 


TOTAL EXPENSES 


413 


433 


413 


513 


433 


413 


413 


513 


413 


413 


433 


713 


BALANCE 


+37 


+17 


+37 


-63 


+17 


+37, 


+37 


-63 


+37 


+37 


+17 


-263 




Plan 3: 

Payments to 
Bank 


0 


'0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


330 


TOTAL EXPENSES 


385 


405 


385 


485 


405 


385 


385 


485 


385 


385 


405 


1015 


BALANCE 


+65 


+45 


+65 


-35 


+45 


+65 


+65 


-35 


+65 


+65 


+45 


-565 



Question 1 : Which credit plan do you thini: would be best for the X 
family? Why do you think it is the best? 

The instructor should encourage students to analyze the balance 
figures in each of the budgets. For exanple: 

a. figure out the difference between the positive and negative 
monthly balances fPlan 1 = $255 - $365 = $110, Plan 2 = 
+$273 - $389 ^ $116, Plan 3 = $525 - $635 = $110. 
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b, discuss hcM family X will be able to cover these negative • 
balances. For exajT5)le: 

- not buy the chesterfield? > • 

- spend less in other parts of the budget? 

- look for a credit plan with lower monthly payments? 

Instructor can ask each student to justify his *T:)est" plan. 
Students should realize that a budget is not rigid or cast in concrete; 
it sliould be flexible. Perhaps the X family could spend less on some 
other expenses items to release enougji money to make payments on the 
chesvierfield. 



QLiestion 2 : Could the X family save up the $300 and hxjf the chesterfield 
for cash at the end of the year? 

Discuss. Refer students back to Mr. X's family budget before, he 
included the cost of the- chesterfield. Students should calculate the 
difference between the positive and negative balances. For example: 
$ +525 - $305 = + $220. 'Ihis shows that X family won't have enou^ 
surplus to save during the year to coA/er the cost of the chesterfield 
UNLESS some other expenses are triimied. For exanple, the family would 
have to save all the surplus plus another $80 in order to have $300 
cash to buy the chesterfield in Decenber. 



Question 3 : What advice would you give the X family? 

This may vary from student to student. Point out that ^teach 
family has to make its own decisions on what to bu>' and i^^iat not to 
buy. A family budget will help a family make these decisions. A family 
budget will also show if things can be bou^t for cash or if some 
credit plan should be used^-. 



12. Refer students to Chapters 1, V and VI of the book. Consumer 

Education , revised edition, by N.E. Brom. If time permits, go 
over these chapters with students. Explaxn any aieas of con- 
fusion students mi;^t have. (Emphasize the sales contract part 
of this book as this is a likely area of confusion to most stu- 
den 0 • 
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SUBJECT 



PERSONAL FINANCE 



LESSON PF4 CONSUMER CREDIT 



CASE PF4--1 
MR. X's FAMILY BUDGET - PART 2 



Mr, X planned his monthly family budget for the year on January 1st. 

- Mrs. X wanted to buy a new chesterfield at Ace Furniture Stores. 
The chesterfield sold for $300.00. Mr. X didn't think they could afford 
a new chesterfield. She thought they could. She said there were three 
ways they could pay for it. 



Mrs. X's Credit Plans 

1. Charge it upon the store charge account plan. This way they could 
pay $30.00 a month for li months and it would be all paid for. 

2. Borrow the $300.00 from a finance company. This way they could pay 
$28.00 a month for one year and it would all be paid for. 

3. Get a one year bank loan of $300.00. .This way they wouldn't have 
to pay anything for 12 months. Then they could pay tJie $300.00 
back to the bank plios 101 siir^Dle interest at the end of the year. 

Mr. X didn^t know if his bud;^et would allow for these payments. He 
• decided to add the expense of each of the alternate credit -plans his wife 
had suggested to his budget to see which one would be the best way to pay 
for the chesterfield. 

Mr. X also thought it might be better to save the $300.00 first 
and then buy the chesterfield for cash. 
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Assignment 

1. Make out Mr. X's budget for each of the credit plans his wife 
suggested. (Use the attached budget sheets. Use a separate 
sheet for each credit plan) . 



Questions for Discussion 

1. Which credit plan do you think would be best for the X family? 
Why do you think it is the best? 

2.. Could the X family save up the $300 -00 and buy the chesterfield for 
cash at the end of the year? 

3. What advice would you give the X family? 
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MR. X's FAMILY BUDGET FOR 12 VDmm 
(before calculating the cost o£ the chesterfield) 



■• -— -. 


MONTH 


ITEM 


JAN 


FEB 


MAR 


APR 


MAY 


JUN 


JUL 


AUG 


SEP 


OCT 


NOV 


DEC 


INCOME: 


























Gross (total) Pay 
















DUU 




JUU 


DUU 


DUU 


Payroll Deductions 








.. W 










oy 


ou_ 






Net (Take Honie] Pay 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450. 


450 


EXPENSES: 
















- 










Food 


100 


100 


100 


100 


100 


100 


100 


100 


100 


100 


IOC 


100 




120 


120 


120 


120 


120 


120 


120 


120 


120 


120 


120 


120 


Utilities 


25 


25 


25 


25 


25 


25 


25 


25 


25 


25 


25 


25 


Clothing 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


Dnigs 


10 


10 


10 


10 


10 


10 


10 


10 


10 


10 


10 


10 


Car - gas, oil 


20 


20 


20 


20 


20i 


20 


20 


20 


20 


. 20 


20 


20 


- payments 


70 


70 


70 


70 


70 


70 


70 


70 


70 


70 


70 


70 


- licence 








25 


















Insurance 


























- Life 
















80 










- Hospital 




20 






20 






20 






20 




- Car 








75 


















Taxes 
























300 


Other expenses 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


TOTAL EXPENSES 


385 


405 


385 


485 


405 


385 


385 


485 


3i>5 


385 


405 


685 


BALANCE 


+65 


+45 


+65 


-35 


+45 


+65 


+65 


-35 


+65 


+65 


+45 


235 


SAVINGS? 


























BORROWING? 



























o 
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MR. X's FAMILY BUDGET FOR 12 NDNTl-lS 



[ 



ITEM 


MONTH 


JAN 


FEB 


MAR 


APR 




JUN 


JUL 


AUG 


SEP 


OCT 


NOV 


DEC 


INGOME: 

Gross (total) Pay 
Payroll Deductions 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 

,)0 


Net (Take Home) Pay 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


' EXPENSES: 
Food 

House payinents 
Utilities 
Clothing 
Drugs 

Car ~ gas , oil 

- payments 

- licence 
Insurance 

- life 

- hospital 

- car 
Taxes 

Other expenses 
Payments chester- 
xiei 0. 


100 
120 
25 

zo 
10 

20 
70 

20 


100 
120 
25 
ZO 
10 
20 
70 

20 
20 


100 
120 
25 

ZO 
10 

20 
70 

ZO 


100 
120 
25 
ZO 
10 
20 
70 
25 

75 
ZO 


100 
120 
25 
ZO 
10 

20 
70 

20 

ZO 


100 
120 
25 
ZU 
10 
20 
70 

ZO 


100 
120 
25 

ZU 
10 

20 
70 

ZU 


100 
120 
25 

ZU 

10 
20 
70 

80 
20 

o n 
ZU 


100 
120 

25 

on 
ZU 

10 

20 

70 

ZU 


100 
120 
25 

ZU 

10 
, 20 
70 

0 n 
ZU 


100 
120 

25 

on 
ZU 

10 

20 

70 

20 

on 
ZU 


100 
120 
25 
ZU 
10 
20 
70 

300 

ZU 


TOTAL EXPENSES 


























BALANCE 
SAVINGS?.. 

BORROWING? 

\ 
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MR. X'S FAMILY BUDGET FOR 12 MONTHS 



ITEM 


M 0 N 1 


r H 


JAN 


FEB 


MAR 


APR 


MAY 


JUN 


JUL 


AUG 


SEP 


OCT 


NOV 


DEC 


INCOME: 

Gross (total) Pay- 
Payroll Deductions 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


Net [Take Hone) Pay 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


450 


' EXPENSES: 
Food 

House payments 
Utilities 
Clothing 
Drugs 

Car - gas , oil 

- payments 

- licence 
Insurance 

- life 

- hospital 
' - car 

Taxes 

Other expenses 
Payments chester- 
field 


100 
120 
25 
20 
10 
20 
70 

20 


100 
120 
25 
20 
10 
20 
70 

20 
20 


100 
120 
25 
20 
10 
20 
70 

■ 20 


100 
120 
25 
20 
10 
20 
70 
25 

75 
20 


100 
120 
' 25 
20 
10 
20 
70 

20 
20 


100 
120 
25 
20 
10 
20 
70 

20 


100 
120 
25 
20 
10 
20 
70 

20 


100 
120 
25 
20 
10 
20 
70 

80 
20 

20 


100 
120 
25 
20 
10 
20 
70 

20 


100 
120 
25 
20 
10 
20 
70 

20 


100 
120 
25 
20 
10 
20 
70 

20 

20' 


100 
120 
25 
20 
10 
20 
70 

300 
20 


TOTAL EXPENSES 


























BALANCE 

SAVINGS? 

BORROWING? 
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. MR. X's FAMILY BUDGET FOR 12 M3N1HS 



ITEM 


M 0 N T H 


JAN 


FEB 


■ MAR 


APR 


mY 


JUN 


JUL 


AUG 


SEP 


OCT 


NOV 


DEC 


INCOME: 

Gross (total) Pay- 
Payroll Deductions 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


500. 
50 


. 500 
50 


500 
50 


500 
50 


500 
50 


500 
50 


Net [Take Hone) Pay 


























EXPENSES : 


























Food 


100 


100 


100 


100 


100 


.100 


100 


100 


100 


100 


100 


100 


House payments 


120 


120 


120 


120 


120 


120 


120 


120 


120 


120 


120 


120 


Utilities 


25 


25 


25 


25 


25 


25 


25 


25 


25 


25 


25 


25 


Clotl^ing 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


Drugs 


10 


10 


10 


10 


10 


10 


10 


10 


10 


10 


10 


IC 


Car - gas, oil 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


20 


- payments 


70 


70 


70 


70 


70 


70 


70 


70 


70 


70 


70 


70 


- licence 








25 


















Insurance 


























- life 
















80 










- hospital 




20 






20 






20 






20 




- car 








75 


















Taxes 
























300 


Other expenses 


20 


20 


20 


20 


20 


20 


20 


. 20 


20 


20 


20 


20 


Payments cliester- 


























field 


























TOTAL EXPENSES 


























BALANCE 

SAVINGS? 

BORROWING? 
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SUBJECT 



PERSQMAL FINANCE 



UESSCN PF5 CALCUIATING INTEREST 



INSTRUCTOR'S GUIDE 



OVERVIEW 

From the previous lessons m personal finance, the students should 
have an interest in better nmey management. Knowing about good money 
management and putting the knowledge to work are quite different. Some 
students may become frustrated with the work involved in managing family 
money matters. They may need encouragement from the instructor. Money 
management becomes easier as a person acquires experience. 

This lesson on calculating interest rates is a logical step from 
the consumer credit lesson. In order to conpare the cost of borrowing, 
the student must know hew to calculate interest rates. 

Retail outlets,, finance coiipanies, etc. are now obliged by laiv to 
state the amouit of interest paid as well ais the rate of interest on a 
per montli b'\s?.s. But the law cioes not oblige these coirpanies to include 
the finance charges such as life insurance etc. in the interest rate. 
Ihe customer may want to know what his real rate of interest is, includ- 
ing the finance diarges. Some sources of loans such as credit mions 
include all costs in their rates; others do not. The customer. will have 
to calculate the rate of interest if he wishes this information. 



OBJECTIVES 

Given the informaticn, the students will .calculate: 

1. Simple inter^^t. 

2. Gompomd interest. 
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3, Actual yearly interest rate on different types of consiMer credit. 



REFERENCE MATERIALS FOR INSTRUCTOR 

1. Brown, N.E, Coasumer Education , Toronto: The MacMLllan Co. of 

Canada Ltd- , 1967, pp. 18 - 24, 

2. Any book of matliematics such as: Frankscn and Fribelstein. 

Mathematics: A Basic Course . 

/■' 

RESOURCES REQUIRED 

1. Projectual PF5-1, "Sinple Interest Formula". 

2. Pajnplilet, "Managing Yc.sr Money'* for eacli studentf obtainable from 

CUNA International Inc., Box 431, Madison, Wisconsin, 53701. 

3. TWo flip charts. 

4. Case PF4-1, "Mr. X^s Family Budget, Pait. IWo" 



MEIHODOLOGY 

1. Hand out the Readings; read and discuss tlie Purpose and Intro- 
duction. 



PURPOSE 

In this lesson you will leam how to calculate interest on 
savings, loans, and other kinds of consumer credit. 



INTRODUCTION . 

-Interest is money paid for the use of mcney. It is like 
paying rent for the use of someone's car or house. Interest is a 
payment made for losing ano'ther person's money. 

You earn interest on SAVINGS; you have to pay interest on 
BORPOV.ED money. As a family man and as a businessman, you should 
know hw to calculate the rate of intei^st on savings and on money 
you borrow. For exajiple, you have to know how to calculate the 
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rate of interest i£ you want to coirpare the cost o£ using differ- 
ent sources of credit. 



OBJECTIVE 1: GIVEN THE INFORMATION, THE STUDENTS WIIX CALCUUTE SIMPLE 
■INTEREST. 



Stimilus 

2.' Ask: VSi5)pose you lend someone $100.00 for 1 year. Should you 
diarge him for the use of your money? If so, how much would you 
charge?" 



Clarify Problem . • s • 

3. list tlie students' suggestions on the flip chart and discuss. 



Provide Information 

4. Read Section 1 of the Readings. The four exanples provided in 
Section 1 pro\dde infojrmaticn on the following: 

a. Definitions of the words amount, principal and interest. 
You may ask the group for personal exanples. Put the 

\ equation AMOUNT = PRINCIPAL + INTEPJEST on the flip chart. 

b. The meaning of time and rate of interest. Show Projectual 
PF5-1, "Sin5)le Interest Formula" and explain the letters 

P X R X T = I. Tell the group that this is called the SIMPLE * 
INTEREST FORMUIA. 

c. The calxulation of sinple interest when the time period is 
for more than 1 year* 

d* 'Ihe calculation of single interest vAien time period is less 
than 1 year. 



CONTENT 

1. How to Calculate Sinple Interest 

Before you can learn to calculate interest, you should 
know tlie meaning of some words. 
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PF5-1 SIMPLE INTEREST FOI^'IULA 



SUBJECT 



V.SS^IAL NUMBER 

InyidHll 33HIH331* 




[tecmifaxJ * 

Hitu. •utMnMrri 



• TECHINGE TEMPUTE* 



twm No, 267 



• TECHINGE TEMPLATE* 



TECNIFAX FILEABLE TRANSPARENCY MOUNT 
TVi'-kIO" mask — use iWxM" FILM 



• TECHIKGE TEMPLATE* . 
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Suppose you lend your friend. $100 o£ your savings and 
he agrees to pay you back $110 . Since interest is the money 
paid for the use of inoney, you will earn $10 interest for ; 
lending your friend your savings. 

n\e $10 is called tlie INTEREST. 

Hie $100 is called the PRINCIPAL. 

Ihe $110. is called the ;\MOUNT (to be repaid). 

AMOUNT = PRINCIPAL ^+ INTEREST 

$110 = $100 + $10. 

Usually, you lend or invest your savings oily for a 
certain period of tiine. At the end of tliis period, you ex- 
pect to get paid back \Aiat you lent or invested plus a cer- 
tain per cent of what you lent as payment for the use of your 
money. 

Suppose you lend your friend $100 of your savings and he 
agrees to pay you back the $100 in one year plus 10% of the 
$100 for tlie vise of your money. 

T[\e period of time (one year in this example) is called 
the TDvflE of tlie loan or investment. 

Ihe percentage interest (10% in this exaiT5)le) is called 
the RATE OF INTEREST. 

We can calculate this by using the SIMPLE INTEREST 
FORMULA: 

Interest = Principal ($) x Rate of Interest (I) x Time Fteriod 
INTEREST = PRINCIPAL x RATE x TBIE. 

Ihis formula can also be shown as: 
I - P X R X T vdiere I = Dollar amount of interest ' 

P = Principal 
R = Rate of Interest 
T = Time in years 

Interest - $100 x 10% x 1 year 
« $100 X .01 X 1 
- $10. 

Ihe AMOUNT you will get paid back can be calculated by 
using formula: 
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AMOUNT = PRINCIPAL + INTEREST 
= $100 + $10 
= $110 

Paying INTEREST of $10 for the use of $100 for me year 
is the -same as paying a 10% RATE OF INTEREST. 

. ' Interest is usually shown as a percentage per year. Be- 
fore'^'you can calculate the amouat of interest, you have to 
diange the rate of interest to a decimal and then iiiultiply it 
tinies tlie principal and the time period. 

Exajiple 1 

Mr. Henry needs $2,000 for his business. He borrows 
$4,000 from you and agrees to pay it back in 2 years at a 
rate of 5% per year. How much interest do you earn on your 
money? 

Solution: 

P = $2,000 

R = 5 or .05 

T = 2 

I- Px R X T 
I - $2,000 X .05 X 2 
I $2,000 X .10 
I = $200 

' How much does Mr. Henry pay you at the end of two years? 

ANDUNT = PRINCIPAL + INTEREST. 
= $2,000 + $200 
= $2,200. 

Exrmple 2 

Suppose you put your saAongs of $300 in a savia^j^s ac- 
comt in the bank for six months and the bank pays interest 
at a rate of 5% on savings accounts. 

How much interest will you eam in 6 months? 

Solution: 

Time is 6 months, which is 1/2 or .5 of a year. 
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I = P X R X T 
= $300 X .05 X .5 
- $7.50 



5. Read Section 2 o£ the Readings. Ask each o£ the students to 

solve the three sanple problems using the sin5)le interest fonnula 
I = PRT. Gi've additional sanple problems i£ needed, and make sure 
tlie students understand this section before going any further in 
this lessen. 



Sajfiple Problems on Sinple Interest 

a. Find the single interest on $900 for 2 years at a rate 
of 4%. 

b. Find the single interest on $300 for 18 months at a 
rate of 10%. 

c. Ted Johnson bou^t a Canada Savings Bond worth $500. 
The bend pays interest at a rate of 8% per year. How 
much interest did Ted earn the first year. How much 
money would he get if he cashed the bond at tlie end of 
the first year? 



6 . Solutions : 

a. I = PRT 

= $900 X .04 X 2 
= $36 X 2 
$72 

b. I = PRT 

= $300 X .10 X 1.5 
= 30 X 1.5 

= $45 

c. (1) interest earned in first year: 

I - PRT 

= $500 X .08 X 1 
= $40 

(2) amount he would get if he cashed the bond at end of 
the first year: 
A = P + I 
= $500 + 40 
= $540 
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jjidicator 

7. Instructor should give students additicnal exercises to check their 
mderstandiixg. 



OBJECTIVE 2: GIVEN IHE INFORMATION, IHE STl;DE?J1T WILL CALCULATE CtM- 
POUND INTEREST. 



Stimulus 

1. I\sk: ^TVhat is the difference between sinple and conpound interest?" 
Discuss. 



Clarify Problem 

2. Use tlie flip chart to show that, using the same interest rate, you 
can earn more money on your savings if the interest is confounded 
than you can if sijiple interest is calculated. 

Provide Information 

3. Read Section 3 of the Readings. Work threu^ the exanple, assisting 
those students vAio are having difficulties. Use the flip chart 

to illustrate the basic difference between sinp^e and comprjnd iai- 
torest calculations. 



3. How to Calculate Conpound Interest 

The interest we have been calculating is called SIMPLE 
INTEREST* It is called sinple interest because it is paid on 
the principal only. We looked at one principal (amount of 
money) being loaned or invested for a period of time and then 
being paid back or withdrawn • 

But what happens when interest is paid on both the prin- 
cipal and the previously-earned interest? 

Si^pose you lend a friend $100 of your savings for 3 
years and he agrees to pay you back at a rate of 10% conpound 
interest per year. How much interest will you earn at the 
end of 3 years? First, you must calculate how much interest 
you earned in the first year. 
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I = P X R X T 
= $100 X .10 X 1 
= $10 

Then, you calculate how jnuch interest you earned in the -second 
year. To do this you have to ask yourself: '%at is tlie 
principal in tlie second year?'\ That is: *How much nmey 
does he ov^e ine at the beginning (and tiiroug^out) tlie second 
year?" 

He owes you tlie original $100 plus the $10 interest that you 
earned during tlie first year. Therefore, the amount of the 
principal during the second year is $100 + $10 = $110. Now 
you can calculate how much interest you have earned in the 
second year. 

I = P X R X T 
- $110 X . 10 X 1 
= $11 

Finally, you calculate how much interest you earned in tlie 
third year. Ask yourself: ^Wiat is tlie new principal 
^T4ow mucli money does he owe me at the beginnirig (and throu^- 
out the third year?^* 

He owes you. tlie original $100, plus tlie $10 interest for the 
first year, plus the $11 interest earned during the second 
year. Therefore, the new principal for the third year is 
$100 + $10 + $11 = $121. Now you can calculate how much in- 
terest you have earned in the third year. 

I = P X R X T 
= $121 X .10 X 1 
= $12.10 

At the end of three years, you have earaed a total of : $10 
+ $11 t $12.10 = $33.10 in interest. 

Hie $33.10 interest in this example is called CCMPOUND 
INTEREST. It is called compoind because it is calculated on 
interest. In other words, conpouad interest is interest paid 
on the principal plias any interest that has already been 
earned. This interest is said to be conpounded. Interest 
may be compounded annually, semi-annmlly or quarterly. 

You earn more money on your savings when interest is com- 
pounded. For example, the con^jomd interest on the exairple 
above was $33.10. Sinple interest would have earned caily 
$30 interest. 
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• — . 

SIMPLE INTEREST 


CCMPOUND INTEREST 


1st Year: I = P x R x T 

= $100 X .10 X 1 
= $10 


I = P X R X T 

= $100 X .10 X 1 
, = $10 


2nd Year: (same principal) 
$100 

I = P X R X T 
= $100 X .10 X 1 
= $10 


(principal chants) 

$100 + $10 - $100 

(new principal) 
• I = Px R X T 

= $110 X .10 X 1 

= $11 


3rd Year: (same principal) 
$100 

I = P X R X T 
= $10Q X .10 X 1 
= $10 


(principal changes) 

$100 + $11 - $121 (new 

(principal) 
I = P X R X T 

= $121 X .10 X 1 

= $12.10 


Total Interest 


Total Interest 


1st year = $10.00 
2nd year = $10.00 
3rd year = $10.00 
$30.00 
Araouit to be repaid = 

$100 + $30 - $130 

■ 


1st year = $10.00 
2nd year = $11.00 
3rd year = $12.10 
$33.10 
Amount to be repaid = 
$100 + $33.10 = $133.10 
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4. Read Section 4 of tlie Readings and liave students work throu^i tlie 
exajiples. 



4. Sanple Problejns on CojTipomd Interest 

a. Mr. S.am put $400 into a savings accomt. The bank paid 
him 3% interest on his money conpounded every year. 
How much did Mr. Sam have in tlie bank at the end o£ 3 
years? 

b. I£ you lend a friend $200 for two years at an interest 
rate of 5% conpomded every year, how much money will he 
owe you at the end of two years? 

c. If you lend another friend $200 for two years at a sim- 
ple interest rate of 5^ how much will the friend owe you 
at the end of two years? 



5. Solutions: 

a. (1) Interest earned the first year: 

I = P X R X T 
= $400 X 3/100 X 1 
= $400 X .03- X 1 
= $12 

New principal: $400 + $12 = $412 

(2) Interest earned the second year: 

I = P X R X T 
= $412 X 3/100 X 1 
= $412 X .03 X 1 
. = $12.36 

(3) Interest earned the third year: 

I = P X R >: T 
= .$424.36 X 3/100 x 1 
= $42 4 . 36 X .03 X 1 
= $12.73 

New principal:. $424 . 36 + $12.73 = $437.09 
At the end of three years: $437.09 
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b. (1) Interest earned the first year: ^ 

I = P X R X T 

= $200 X 5/100 X 1 
= $200 X .05 X 1 
= $10 

New principal: $200 + $10 - $210 

(2.) Interest earned the second year: 

I = P X R X T 

= $210 X 5/100 X 1 
= $210 X .05 X 1 
= $1C.S0 

New principal: $210 + $10.50 = $220 .50 
At end of two years: $220 .50 

c. I = P X R X T 

= $200 X 5/100 X 2 
= $200 X .05 X 2 
= $20 

At end of two years: $200 x $20 = $220 



Explain that coiT|30und interest tables make it easier to sola's 
ititere-st problems. Iliese tables show how mudi $1 will amoait to 
at 1%, 2%, 3%, up to 10% interest compomded by time periods tliat 
are usually one year. Discuss Section 5 of the Readings. 



Conpound Interest Tab le 

Sometiines it is easier to solve conpouid interest prob- 
>-ems by using a table of conpoixid interest factors like the 
one shown on the following page. 
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No. of 



Periods 


n 


1% 




3% 




4% 




5°5 




6?a 




1% 








9% 


10% 


1 


1.010 


1.020 


1 


030 


1 


040 


1 


050 


1.060 


1 


.070 


1 


080 


1. 


090 


1.100 


2 


1.020 


1.040 


1 


061 


1 


.082 


1 


102 


1 


.124 


1 


145 


1 


166 


1 


188 


1.210 


3 


1.030 


1.061 


1 


093 


1 


.125 


1 


158 


1 


.191 


1 


225 


1 


.260 


1 


295 


1.33] 


4 


1.041 


1.082 


1 


126 


1 


.170 


1 


216 


1 


.267 


1 


311 


1 


360 


1. 


412 


1.464 


5 


1.051 


1.104 


1 


159 


1 


.217 


1 


276 


1 


.338 


1 


.403 


1 


.469 


1 


539 


1.611 


6 


1 .062 


1.126 


1 


194 


1 


.265 


1 


340 


1 


.419 


1 


501 


1 


587 


1. 


677 


1.772 


7 


1.072 


1.149 - 


1 


230 


1 


.316 


1 


407 


1 


.504 


1 


606 


1 


.714 


1 


828 


1.949 


8 


1.083 


1.172 


1 


267 


1 


.369 


1 


477 


1 


.594 


1- 


.718 


1 


851 


1. 


993 


2.144 


9 


1.094 


1.195 


1 


305 


1 


.423 


1 


551 


1 


.689 


1 


838 


1.999 


2 


172 


2.358 


10 


1.105 


1.219 


1 


344 


1 


.480 


1 


629 


1 


.791 


1 


967 


2 


.159 


2 


367 


2.594 



Exanple ' (using table) 

Si5)pose you lend a friend $100 o£ your savings for 3 
years and he agrees to pay you back at a rate of 10% conpound- 
ed interest per year. 

What is the total amount to be repaid* at the end of 3 
years? 

Solution: 

Years =3 ' . 

Interest rate =10% 

Factor = 1.331 Cf^o^ compound interest table) 

Total amount to be repaid = $100 x 1.331 

= $133.10 

Now go back and calculate tlie sanple problems in Section 
4 abcve us.ijig the coiipomd interest table. 



1. The instructor should explain that accurate conpound interest tables 
generally have seven nunbers after the decimal place. 
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the conpomd interest factor tliat should be used in eacli problem 
in Section 4 is as follows: 

a. 1.0927270 

b. 1.1025000 

c. a si)i^:)le interest problem 
Indicator 

8. Give tlie students tiie following problems to solve using tlie com- 
pound interest table. 

Rate of Interfjst 
Principal Interest Compcunded Tim3 Period 

^; ^ 300 4^0 Annually i year 

^- 5,000 5% Semi-annually 4 years 

5- 15,000 7^0 Annually 5 years 

^- 500 8% June 30, 1 year 

Dec. 31 



Coirpcaind Interest 

Factor Mswer 

a. i. 0400000 00 

b. 1.4774554 7 387'28 
•c- 1.4025517 21,'038;28 
d. 1.0800000 '583.20 



OBJECTIVE 3: GIVEN THE INFORMATION, HIE STUDENTS VvILL CALCULATE TTIE 
ACTUAL YEARLY INTEREST RATE ON DIFFERENT lYPES OF CON- 
SU^ER CREDIT. 



Stimulus 



Ask the students to share some experiences tliey have had with 
instalment buying (nontlily paynents witli carrying cliarges) . 



Clarify Problem 

2. List some of the students' exajiples on tlie flip chart and discuss. 
Enphasize the iirportance of their being able to figure out how 
much It IS costing tliem to buy on various instalment plans. 
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Provide Informatiaa 

3. Read aad disctass Section 6 o£ tiie Readings. Tlie instructor may 
provide exanples vrtiich will make the lesson more specific or he 
may use examples provided by students. Point out tliat it is not 
as important to memorize tlie different interest formulas as it is 
to understand \^fllen a particular formula caii be u5>ed. 



6 . Hg^ to Calculate Interest on Consumer Credit 

Many people have no idea how mucli their loans or retail 
credit costs tliem. Hiey don't realize that interest rates 
are often higji and they end i:^ paying back a lot more than 
they borrowed. A large part of tlie problem is due to the 
fact that most people don't know how to calculate interest or 
inteiest rates. 

You should learn how to calculate interest on consume 
credit. You will then be able to know what it will cost you 
to borrow money or charge things. You will be able to buy 
things tiie cheapest way possible. The easiest way to compare 
the cost of buying ai credit is to calculate the actual yearly 
rates of interest, being diarged. Hiere are several ways of 
doing tliis: 

a. Using the formula: R = I 

Yearly rat(i of interest = Amount of Interest 

Principal x lime Period in Years 

This comes from the sinple interest formula: 
I = P X R X T. 

Exanple: 

John borrowed $300 from 3- biink and pai,d back $330 one 
y^' ar Uvter. What rate of hiterest did he pay? 

Solution: R - I = $.;^ = $30 = 1 = 10% 

P5?r wmr w icr 

b. Another way to calculate the rate of interest on consumer 
credit is by using the Ccnstant R^tio Fomula. 

R = 200 X Y X I 
P X (N + 1) 



1355 



PF5 



R = the actual annual rate o£ interest 

Y = the nuiriber o£ payments in a year (12, 4, 2, 1} 

I = cost of loan (interest) or if a charge account, the 
carrying diarges. 

P = money actuall/ received (or the aniouat to be financed 
on the article you are buying) 

N = tlie nunber of pa)TTients you will make. 

Uiis formula is used to calculate the rate of intercst 
you actually pay on tiie different instalment credit plans. 
Instalment credit plans are the ones where you make pay- 
ments over a period of several months or several years. 

c. A third way to find tlie rate of interest is to multiply 
the stated mcffithly rate of interest diarged on the ui- 
paid balance by 12. Uiis will giA/e you tiie actual 
yearly rate of interest (for exajfple, 2% per month on 
unpaid balance. The actual yearly interest rate ^ 
21 X 12 or 24%) . . 

Exanple 

Mr. John Wilson wished to purchase a chesterfield priced 
at $525. He cocld make a down payment of $45 and pay 
the first installment one month after the date of tlie 
purchase. To determine the best credit arrangement, he 
conpared the following information: 

Plan 1 

His bank would lend him $480 for which the rate of in- 
terest was 71 per year, on the declining balance. He 
would repay the loan at $60 per month plus interest. 

Plan 2 

The Happy Loan Conpany would lend him $480 which he 
could repay in 18 equal monthly instalments. Interest 
would be charged at the rate of 9% per year based on 
$480 being outstanding for the full 18 months. (Inter- 
est is not calculated cn the declining balance) . 

Plan 3 

He could pay the balance of $480 to the store in 24 
monthly instalments of $25 each. 
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What are the actur.l interest rates Mr, John Wilson will 
pay on each of these plans? 

Solution 

Plan 1 



Nunber of monthly instalments will be 480 = 8 
Interest is charged as follows: 



Month 












1 


$480 


X 


.07 X 1/12 




$2.80 


2 


420 


X 


.07 X 1/12 




2.45 


3 


360 


X 


.07 X 1/12 




2.10 


4 


300 


X 


.07 X 1/12 




1.75 


5 


240 


X 


.07 X 1/12 




1.05 


6 


180 


X 


.07 X 1/12 




1.05 


7 


120 


X 


.07 X 1/12 




.70 


8 


60 


X 


.07 X 1/12 




.35 








TDTAL 




12.60 



Anoutit of interest charged = $12.60 



Total cost o£ chesterfield: $480 + $45+ $12.60 = $537.60 

Hie actiial yearly rate of interest will be 7% as the 
bank stated. This is true because 7^ was used to calcu- 
late each month's interest on the amount Mr. Wilson owed 
the bank during that month (the declining balance) . 

Plan 2 

First you have to calculate the amount of interest. 
P = $480 

R = 9/100 Cor .09) 
T = 18/12 (oi 1.5) 
I = P X R X T 

= $480 X .09 X 1.5 

= $64.80 

Therefore the amomt of interest will be $64.80. Ihe 
total cost of the chesterfield will be $480 + $45 + $64.80 = 
$589 . 80. 

To calculate the actual rate of inter tst, use the form- 
ula: 
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R = 200 X Y X I 
TTln + 1) 



Y 
I 



12 

$64.80 



P = $480 
N = 18 



R = 200 X 12 X $64.80 = 155520 = 171 
$480 X (18 + 1) 9120 

'Die actual yearly rate o£ interest will be approximately 
17%. 

NOTE: Hiis is a lot hi^er tJian the 81 stated by Happy 
]j3an Company. Hie 171 rate of interest is due 
to the fact that you don't owe tlie loan conpany 
the full $480 for every mnth of the 18 months. 

Plan 3 

The total amount paid for the chesterfield will be 
(24 X $25) + $45 =- $645. 

The amount of interest cliarged will be $645 - $525 = $120 

To calculate tlie actual rate of interest use this 
formula: 



R = 200 X Y X I 
P X (N + Ij 



R = 200 X 12 X 120 
480 X (Z4 + IJ 



Y = 12 
I = $120 
P = $480 
N = 24 

2880 = 241 



The actual yearly rate of interest is 24%. 

Mr. Wilson can obtain the best credit 
plan from the bank because the actual 
yearly rate of interest is the lowest. 



Read Section 7 of tlie Readings, 



Summary 

Calculating the real rate of interest can be very valu- 
able when shopping for credit. It allows you to conpare the 
actual and exact costs of credit from different sources. 
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Indicator 



5. Refer students back to Case PF4-1, "Mr X's Family Budget, Part 
TVo*' and ask tliem to calculate the rates of interest for eadi of 
the tliree credit plans. Discuss. 

6. Several problems are listed below if tlie instructor considers 
additional work necessaiy. 

a. Peter Hogan borrowed $700 from the Jasper Fir ance Conpany. 
He repaid the loan in 17 montlily payments of $46.50 eacli. 
H\at was the rate of interest? 

Answer : 

Cost of Loan = Total amouit repaid less cash received 
= ($46.50 X 17) - $700 
= $769.50 ~ $700 
= $90.50 

R = 200 X Y X I 
P X (N + 1) 

- 200 X 12 X 90.50 
700 X (17 + 1) 



• - 2172 
TIF 

= 17% 

b. Dan Sliore purdiased a new dining room suite for $685. He paid 
$125 cash and the balance in 28 montlily instalments of $23 
each. l\!hat was the rate of interest? 

Answer: 12% 

c. Crafts Limited purchased a new m£iciiine for $3,600. The ma- 
chine was paid for in 12 quarterly instalments of $336 . 50 
eacii. Wliat was the rate of interest? 

Aiswer : 7.5% ^ 

d. Gloria Homes purchases a new stove for $250. Hie stove was 
paid for in 15 montlily instalments of $19.11 each. What was 
the rate of interest? 

Answer: 22% 
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1 is^Snlf ul ""^^^l^^u' '^"^^ ^'^'''^ borrowed $1,200 from 
his bank. He repaid the loan in 30 moatlily instainents of 
$47.23 eadi. IVIiat was, tJie rate of interest"' ^^^ncn^i, ot 



Aiswer: 14- 



Mr. Dick bougjit a new car for $4,000. He financed the car 
S^^D^S'^^yi^gr^^ ' >^--- -te oT intex^st 



Mswer: 35% 
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SUBJECT MANAGEMENT PROCESS 



LESSON MPIO Tim SECQNTO PROJECT 



INSTOUCTOR'S GUIDE 



OVERVIBV 

'Ihe second project should provide the students with an opportunity 
to overcome some of the difficulties tliey experienced in the first pro- 
ject and to furtlier develop tlieir skills in planning and carrying out a 
project. 

Tlie instructor should not be surprised if the students hesitate to 
start a second project. Ihe first project is often a painful experience 
due to lack of experience and training. Ihe students should look at the 
second project as a way to avoid, or perliaps deal more effectively with, 
tiie problems encouitered in the first project, and as a way to gain ex- 
perience. In a project, very little money is involved and much experi- 
ence is possible. Students may feel indifferent about the project since 
they do not earn sufficient money to warrant ihe work involved. H^^e in- 
structor should stress the inportance of gaining some experience in a 
situation \^ere tliey have little to lose. Some of the experience in 
planning, marketing, personnel, etc. could prevent more costly mistakes 
in the future when tlie business is real, and a large s\m of money is in- 
volved. 

Hie instructor should encourage and stimulate the students without 
planning or doing the pro ject for them. Remeirber that enthusiasm is 
contagious; if the students are in contact witli an enthusiastic in- 
structor, they will probably gain more from the project. Ihe instructor 
will want to follow their progress closely so that they do not become 
discouraged by the problems they encouater. 

Making a project coincide with some special occasion in the scliool 
or the community may greatly facilitate its progress. 
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OBJECTIVE 

Ihe students will plan, organize, and carry out a short-term busi- 
ness venture. 



RESOURCES REQUIRED 

1. These will vary with the nature o£ the projects undertaken. 



METHODOLOGY 

1. Hand out the Readings; read and discuss the Purpose and Intro- 
duction. 



PURPOSE 

In lesson MPS, you operated your first short-term business 
venture . In this lesson you will indertake a second project to 
provide you with more experience in planning and carrying out a 
business venture. 



INTRQDUCriai 

You have had an opportunity to study inany aspects o£ business 
since your last practical project. Ihis new infoimation should 
help you to plan aiid carry out your second project wore easily. 

The main objective o£ the second project is to give you more 
experience with groitp work in a business \'enture. 

You will find that this project will bring you even more new 
experiences and opportunities for learning about the practical side 
of business. Ihis is information that you cannot get in class, al- 
tliou^ class study will help you to gain the knowledge you need 
more quickly. Ihis project, of course, will not replace "actual 
business experience, but it will give you some feeling for tlie 
practical aspects of business. 
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OBJECTIVE: THE STUDENTS WILL PLAN, ORGANIZE, AND CARRY OIJT A SHORT- 
TERM BUSINESS PROJECT. 



Stimulus 

2. Ask the students to summarize ^at they learned in the first pro- 
ject, list their experiences on the flip chart. 



Clarifi^ Problem 

3, Have the students discuss how they might avoid or solve more easily 
som of the problems they enccintered in the first pir)ject. Ask 
each project group to share their e3q)eriences . Althou^ this may 
already have been dcae at the end of the first project, the review 
here will be useful. 



Provide Information 

4. Ask the stiodents to read and discuss each sectim of the Readings. 



QON^IENT 

1. Planning and Organizing the Second Project 

The second project can be planned and organized in much 
the same way as the first project (see lesson MP8, "Ihe Plan- 
ning Function Reviewed- First Project^O • It will be xiseful 
to review the Guidelines and instructions giinen in that les- 
sen. 

You should choose a project somewliat wove involved than 
the first project so that you gain new experiences. You may, 
as a class, woric on one project, or divide into groi:5)s and 
woric on several projects. Remenber that the larger the group, 
the more difficult co-ordination becomes; and the more the 
situation will reseirible many real businesses. 

2. How Will This Project Differ from the First? 

Ihe second project should, in addition to the eu^jhasis" 
placed on the planning and the carrying out of the project ^ 
pay special attention to the organizing fmction of a business. 
You had an opportinity to study a nunber of Personnel Manage- 
ment lessons and you have seen what is involved in organizing. 
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See if .it is- possible to save time and be more productive by 
giving the different persons in tlie project group specific 
responsibilities; for example: Qioose someone to be manager. 
Choose another person to he responsible £cr marketing, book- 
keeping and accounting, purdiasing, etc. 

In addition, you should consider how you will clieck (con- 
ti*ol) the work of oacli person, Tiie person who accepts the 
most respansibili.ty will be tlie one who learns the most from 
the project. 

This second project should give you. tlie following ex- 
periences: 

a. You will have an opportunity to see if you can avoid tlie 
' problems of tJie first project* 

b. You will learn better planning tedmiques. Is it possible 
to plan expenses and revenue in some detail and with 
precision? 

c. You will be able to use the ; information you learned in 
the lessons on personnel and on tlie organizing functions. 

d. You will end tlie project witli a good set of books. This 
should include a Profit and Loss Statement and a Balance 
Sheet. 

e. You will be able to plan and carry out a good marketing 
program for your project. ' 



'fi^^es of Projects 

The projects are limited only by your imagination and the 
time vrtiich your instructor will allow you. Some groups may 
wish to start a project v^ich involves production of a product 
such as handicraft or Christmas cards. 

You may want to involve other students or friends in the 
labour force outside of class time. It is iirportant to re- 
menfcer, however, that it is a Small Business Management group 
who is responsible for all nianagement . 



Using Leadership Skills 

The business projects' success will depend considerably 
en the leadership which group meirbers will contribute. The 
business project is an opportunity to develop and test your 
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leadership and inanagenent skills. Project group raeirbers will 
get experience in organizing to get the good co-operation of 
all nienfcers involved in the project. It is obvious everyone 
cannot be tlie manager of tlie ^project, but the success of the 
project depends on a shared type of leadership where everyone 
helps to do the best possible job. 



5. Summary 

Mudi useful e:j5)erience can be gained throu^ a business 
project. The money you may make in tiie project should not be 
your prime concern.. The experience you get is m^ch more valu- 
able. Students v^o have been involved in projects are in 
agreement that there is usually' a lot of hard work involved 
in a project but the project was a great learning e:?q)erience . 



5. Ask the students to plan the second project in a general way so 
tiiat eacli student Icnows with vfliich groip he will work. Then they 
should review lesson MPS. Qass time can be provided to plan the 
project. 

When tlie students are ready with the first outline, they can share 
their ^business project plans with the class. The students should 
discuss their plans to give each other ideas on how to approach the 
project. 

6. It is difficult to say how much class time should be devoted to the 
project peihaps five days of actual business operation. The in- 
structor will have to judge the amount of time he feels should be 
allotted. The time devoted to the project should be spread over a 
period of two or three weeks, depending on its nature. It is im- 
portant that the students be given time limits in which to work, 
altliou^ these may have to be changed later. This encourages- them 
to plan, to organize and to make arrangements for certain re- 
sources that require advance notice. The lessons which, follow can 
be covered in the time between the start and the end of the project. 



L^idicator 

7. Have the stxadents prepare a written report covering all aspects of 
the project, as well as a conplete financial report. Remind the 
students that this is also an exercise in report-writing. Either 
give the students guidelines to follow in writing the report, or have 
'die student determiae for themselves the format of the report. A 
review of lesson BC3, 'Writing Business Letters and Reports" may be 
helpful. 
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8. Follcfwing the coiipletion o£ the written reports, the students should 
be ready to discuss the projects with the class. 

Points the instructor may want to bring out are listed below: 

a. What were the hi^li^ts of the project? 

b. What were the disappointing aspects of tlie project? Why? 
What should be done differently next time? 

c. How did the second project differ from the first? What new 
learning took place? 

d. Review each stbject: Finance, Accounting, Bookkeeping; Mar- 
keting; Personnel Management; Production Management; Office 
Procedures; Business Communications; Management Process; Busi- 
ness Lav;; and discuss how the different lessons in each sub- 
ject apply to the project. With a nunber of different pro- 
jects in the class, there should be a varied and worthwhile 
learning e:xperience. 

9. Encourage students to delve into and ask questions about each other's 
projects. Have them cojipare successes and failures and the reasons 
for these. If some students feel their project was a failure, they 
should be encouraged to analyze the planning, organizing and dir- 
ecting of tlieir project to see what they mi^t have done differently. 

Pa uifiuccessful project can provide almost as much learning as a 
successful project if the reasons for the failure are analyzed so 
that the students understand and can see how to avoid the problem 
in the future. 

10. Vie students should plan how they arFJ going to wind vp the project 
(distribute a profit or absorb a loss) . 
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SUBJECT MAMAGEMENT PROCESS 



LESSCN MPII THE DIRECTING FUNCTION 



INSTRUCTOR'S GUIDE 



OVERVIBV 

This lessen is a good opportuaity to have the students review and 
put into perspective the Managenent Process lessons. Many students 
see the directing fmction giving orders and seeing that people carry 
out the plans o£ the bxjsiness --as the manager^ s real job. Directing 
at the middle or lower management level, where supervisors and foremen 
work with employees to get the work done, is tlie job witli which they 
have been most in contact in the past. 

In most small biosinesses, the owner-manager himself will likely 
be involved very much in this directing function, since he will be work- 
ing directly with the eii5)loyees. In larger businesses, the manager also 
has a directing function -- he directs the supervisors or foremen, and 
they in turn direct the other employees. 

This type of perspective can be useful to the students. They can 
relate the directing function to the jobs with which they are familiar, 
that of a boss who gives orders to get work done. The students shoiild 
see that, in the -small business, the manager is involved in planning 
and organizing as' well as seeing that the work is done. In ^the lesson 
on controliing, the students will see the ways in which the manager 
controls whether or not the business is meetiag it's objectives. 

This lesson introduces a number of new ccncepts which will probably 
have only a vague meaning for the studnets and which may confuse them. 
To avoid this, the instructor will have to draw on his knowledge and 
e:xperience to illustrate the points made in tb.e lesson. The students 
should see that this lesson deals with helping hijn to become a better 
boss, aie who treats the enployees in a very human way, yet still 
accQii5)lishes the objectives of the business. 
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OBJECTIVE 

The students will be able to outline the directing function o£ 
^various positions in a business. 

' . REFERENCE MATERIALS FOR INSTRUCTOR 

1. Longenecker, Justin G. Principles of Manageiiient and Organizational 

Behaviour . 2nd ed. Columbus, Ohio: Qiarles E. Merrill 
Publishing Co., 1969, pp. 493 - 536. 

2. Flippo, Edwin B. Management: A Behavioural Approach . 2nd ed. 

Boston: Allyn and Bacon Inc., 1970, pp. 277 - 405. 

RESOURCES REQUIRED 
1. Flip cliart. 

METHODOLOGY 

1. Hand out the Readings, and read the Purpose and Introduction. 



OBJECTIVE: THE STUDENTS WILL BE ABLE TO OUTLINE TIE DIRE.CTING FUNCTION 
OF VARIOUS POSITIONS IN A BUSINESS. 



PURPOSE 

This lesson will deal with the third management function: 
directing. 



INTRODUCTION 

A review of the two inanagement functions studied previously 
will clarify how the directing function fits into management. 
You will recall that in lesson MP7, "The Planning Function", we 
looked at the planning functions of management. It is the respon- 
sibility of the people managing a business organization to plan 
for its future. 
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We saw tiiat plaiuiiiig involves tlie studying tJie various alternatives 
whicli the' business could follow in the fields of sales, production 
and personnel, and niaking a decision as to which alternative would 
be most beneficial for tlie business organization. 

For exajiple, an outfittrng business niay have to plan whetlier 
it would be profitable to have a store as an additional service . 
for custoiners. A handicraft business may have to plan and decide 
if it should dry or tan its own hides. Business is always faced 
with decisions v^iidi require planiiing ahead. 

In lesson MP9, '^Hie Organizing Function", we saw that to 
carry out the plans, organizing is necessary when there is more 
tlian one enployee rnvolved in carrying out the plans. For exanple, 
authority must be delegated to tliose who can take responsibility 
and lines of communication must be clarified. 

In this lesson, we go one step further. Directing involves 
tlie si^ervision and the guidance of tlie employees to see that they 
do their work effectively. Directing is tlie job of putting the 
plans into operation. 

Si^Dervision involves the observation and training of 

enployees. In si:pervising it is necessary to instruct, explain, 

train and demonstrate so that tlie enployees can do their jobs. 

Lessons .RvE to PMIO deal with recruiting, interviewing, selecting 
and training enployees. 

Guidance involves motivation, leadership and communication. 
Ihe job description we talked about in lesson MP9 sets out an 
employee's duties and responsibilities, his authority and his 
accountability in general terms. Ihe employee may know how to 
perform his routine task very well, but in the day-to-day opera- 
tion of the business, special problems may arise v^hich are diffi- 
cult to set out on the job description or in the organizational 
manual. Directing involves helping en^jloyees deal with special 
problems. Directing is the job of management by which help, 
encouragement, motivation and guidance are provided to en^^loyees. 



Stimulus 

2. Ask tlie students for a definition of directing. 



Clari:^ Problem 

3. Ask the students to list on the flip chart tlie way in which a 
manager directs his enployees. 
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A quick review o£ what management is and the need for planning and 
organizing may help t]ie students to see directing in perspective. 
Directing is the task of getting tlie job done after tlie work has 
been planned and the business organized. In larger businesses, 
a lot of directing is usually needed to carry throu^ tlie plans. 

Have the students discuss supervision and guidance. Do tliey see 
supervision as constructing, explaining, training, and demonstra- 
ting so enployees can do their jobs? Do tliey feel guidance 
invDlA/es helping an enployee do his job when difficulties arise? 



Provide tnfonnation 

5. Read Sections 1, 2 and 3. 



CONTCNT 

1. Directing Defined 

Directing can be defined as tlie job of stimulating tlie 
organization to undertake the work required to implement the 
plans. 

Since work is done by people, the small buisness manager 
must be able to do a good job of leading, motivating and 
communicating, counselling and disciplining the efforts of 
tlie employees who are to work towards the organization's 
goals. Directing includes all those activities which are 
designed to encourage si±)ordinates to work efficiently and . 
effectively in both the short and long run'. Directing is a 
coirplex job since it involves combining the plans, the 
organizational structure and the employees (vfith tlieir needs) 
into an operation which works towards the organization's 
objectives. 



2. Directing and Human Needs 

If tlie organization's objectives are to be readied, it 
will be throu^ the erployees of the organization. Directing 
is concerned with bringing out the best possible effort from 
the eirployees. Enployees will be encouraged to make this 
effort if the manager knows how to provide leadership, how 
to motivate, communicate, discipline and reward. 

Ihe manager's job is to help the enployees satisfy their 
needs in the work situation of the business organization. 
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Hiis modem approacli to jnanagement often replaces tlie dicta- 
torial Qiard boss) approach o£ the past, and attempts to 
maintain good relationships among employees, Ihis does not 
mean tlie business will have no conflicts. There are bound 
to be same, but in resolving them, the employees are treated 
as significant human beings. * . 

The manager wlio has a good knowledge of himian needs and 
wants can gain the co-operation of the employees towards 
adiieving Bie organization's objectives, so tliat both organ- 
izational goals and tlie in.dividual needs are satisfied. 

Tlie manager can do mucli to encourage good work by treat- 
ing everyone fairly, recognizing work well done, maintaining 
good morale and communicating clearly and precisely witli 
employees . 



3. Methods of Inproving Directing Efficiency 

Ihe balaace of this lesson will deal with methods oi 
inproving tlie manager's directing ability. Hiis will be done 
by ccnsidering three topics; motivation, leadership and 
communication . 



6, Disaoss directing as defined by tlie students in tlie stimulus. 

The student should note that directing can be more productive if 
the boss can satisfy the employee's needs as well as the organiza- 
tion's needs. 

7, Read Section 4 of tlie Readings, stopping after each sub-section 
to discuss tlie possible effectiveness of the method in motivating 
employees to work effectively. 



4. Mptivation 

Motivation is what caxises people to act as they do. If 
we consider vAiat motivates people to work, we must look at 
the reasons why people work. Motivation comes from within 
tlie persons \Aio do the work. 

It is quite common to think that people work for maiey. 
We have seen that tliere cire other reasons besides money 
which motivate people to work. The manager who wants good 
results will consider all the human needs. Money will be 
only aie of these needs or the means of satisfying only 
certain basic needs. There are other nee'is which do not 
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(6) Information; People lasimlly like to know why they 
are doing their job. Although it is easy to take 
the attitude that the boss gives the orders and 
the enployee carries them out, we should consider 
the enployee's need for doing something worthwhile. 
It may well be worth the time to e^qjlain the reasons 
for a job or provide information about the business. 

(7) Participatiai : Ai ejiployee can often suggest 
better ways of doing a job and participate in 
improving the work. Througji participation, enploy-- 
ees are encouraged to take pride and interest in 
their woik, and to feel that tlieir talents are 
being used. 

;b. Negative Motivation 

Some employees do their jobs because they fear their 
bosses, or they are afraid of losing their pay cheques 
or their jobs. This is negative motivation. 

A iTianager may get the job dene if he uses pinisliment , 
or threatens loss of job or income, or creates fear in 
some other form. However, this does not appear a very 
satisfactory way to motivate employees over a long-teim 
period since the enployee will be unhappy in this 
situation. A manager would be better off to see which 
type of positive motivation works best. 



8. Have the students relate their own experiences with positive 
motivation (praise, recognization, responsibility, etc.). 

Ask the studnets to relate their experiences with negative 
motivation. Was it as effective? 

9l Read Section 5 of the Readings. 



5. Leadership 

Leadership is the managerial function of helping a 
groiq) attain its objective. The leader may be said to guide 
a groMp toward its objectives. Leadership is the manager* s 
ability to stimulate or initiate action in his subordinates. 
Throu^ leadership a manager secures the co-operation and 
efforts of the employees of the organization. 
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involve money, yet managers who are not aware of these needs 
may try to use mpney to satisfy an unhappy enployee. This 
can be costly to the business and still will not change the 
situation. 

Let us ccnsider some of the other needs which motivate 
employees. Ihey may be classified as positive motivation or 
negative motivation. 

a. Positive >totivation 

CI) Praise ; Praise is based on the esteem or "self 
needs. If a job is well done, a manager can 
compliment the ewployee. Praise is an art which 
can be overused or misused; in some cases, it will 
not have the desired effect. Some managers e^ect 
good work as part of the job, and tend to overlook 
this powerful motivating factor which could create 
more satisfied enployees. 

(2) Recognition : People like to be recognized by 
others . Providing recogniticn of work well done, 
so that others in the organization know, gives add- 
itional positive motivation. Various awards and 
honours can help provide recognition, 

(3) Respcnsibility : Some people need jrore responsibi- 
lity in their jobs. To these people, the delega- 
tion of responsibility and authority will provide 
satisfaction and prestige. Others may have a 
greater need for security, and be scared by 
additional responsibility. 

(4) Job Satisfaction : Most people want to feel that 
they are doing something worthwhile. A manager 
can often motivate an enployee by showing him how 
his job fits into the business. Even jobs which 
oppear uninportant are essential to the business. 
&rployees in these jobs often do not get an accur- 
ate picture of how their jobs fit into the organ- 
ization; a better understanding can provide more 
job satisfaction. 

(5) Interest in People: The manager of an organization 
can create better morale by taking an interest in 
people. If an en5)loyee thinks that he does not 
count as a person, that he is only a nurrber, his 
woik can be affected. All of us need attention 

in some degree. 
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An organization's performance is closely related to the 
qualit)'' of leadership. Conpetent leadership is not only an 
inportant ingredient for successful operation, it is an 
essential one. 

A poor leader can cause poor inorale and destroy effici- 
ency. Good leadership can change an average group of workers 
into a strong aggressive organization. Any approacli whidi 
draws forth tlie efforts of one's subordinates represents 
leadership. 



a. Qualities of a Good Leader 

Few people agree conpletely on what tlie qualities of a 
good leader are. Generally included are objectivity, 
judgnent, initiative, dependability, drive, a liking and 
understanding of people, and an ability to make decisions. 
Others are emoticjnal stability, maturity, a strong 
desire to achieve and the ability to cooperate with 
others . 

b. Leadership Style 

In lesson PM3, '-Different Styles of Leadership", you 
were introduced to tlie different ways a leader can 
function. Some leaders use a democratic (participative) 
style of leadership. Ihey involve eirployees in the 
leadership role so that they can help lead the organiza- 
tion towards its objectives. 

A boss who makes all the decisions without consulting 
his workers is using the autocratic (toug^., dictator 
type) approach. The third approach is used by the easy 
going or lenient boss who can not make up his mind or 
make decisions. This is usually called the laissez 
faire approacli. 

Of course, these three approaches are only general 
trends; there are many ways in which a joanager or boss 
may show authority over his siibordinates . It is 
possible for a manager to adap-t one type of leadership 
in one case and different type in another case or with 
a different group of enployees, or to apply tlie same 
style in different degrees. 



IQ. Ask the students to relate their e:>q)eriences with good and poor 
leaders. Did the good leader have the qualities listed in the 
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lesson? Point out that tlie field o£ leadership is a very extensive 
one and tliat imich work is being done in the study o£ leadership. 
The students will spend the rest o£ their lives learning from 
experience about people and ways of leading tliem. 

^ 11. Read Sections 6 and 7 of the Readings. 



6 . Cojnmmications 

For a manager to effectively lead, guide and motivate 
his enployees, he imost be able to commmicate with tliem. 

Communication is the transmission of messages to others 
by words, gestures or signals. 

Since we have already had a nuniDer of lessons ani had 
some practice in business communications, it is sufficient 
here to show that communication is a part of directing. It 
is inpossible to direct enployees if instructions or orders 
given by tlie manager are not understood. Future lessons will 
deal in more detail witli communication since it is an essen- 
tial part of directing. 

Every organization has rules which must be followed if 
it is to function. Hiere will be rules for days of work, 
hours of work, timeliness, 'quality of work, and periiaps for 
dress, smoking or drinking, etc. It is iirportant for the 
eirployee to know the rules ahead of time and knew what dis- 
ciplinary action will be taken if tlie rules are not follov/ed. 
Poor discipline may lead to much waste of tione and to poor 
production. 



7. Summary 

Directing involves the ways a manager ensures that enploy- 
ees carry out the plans of the organization. The ability to 
motivate, lead and communicate are all essential to guide and 
encourage the eirpLJiyees to do the work necessary to reach the 
organization's goals. 



12. Discuss the iirportance of being able to communicate in business. 



Indicator 

13. In lesson MP9 ''The Organizing Function*', tlie students set ip an 
organization chart for an outfitting canp. 
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Ask the students to. continue with tliis example ajid to face tlie 
directing pixDblems o£ the outfitting cajip. 

Ask the students to divide into tliree groups of approxiinately 
equal nunt)ers. Ask eadi groi^ to take one of the topics: lodging, 
food services or guiding services. 

Ask the students to foresee the problems and successes tlipy mig^it 
eucomter in directing their particular service. Have tliem list 
these problems and successes and indicate how tlie manager or 
si^^ervisor might handle the situation to provide tlie employees 
with the most job satisfaction. There may be many ways of solving 
each problem. 

Exajiples of problems; 

a. enployees are late for work 

b. enployees drink on the job 

c. enployee tells ciostomer off, resulting in poor public 
relations . 

d. enployees not clean 

e. enployees give poor quality work. 

Exajiples of good points: 

a. enployees are veiy courteous to customers 

b. eiiployees know their jobs very well. 

These examples can be provided if tlie students have a difficult 
time getting started. They should be able to list many such 
problems for the different services, and be able to use the 
lesson suggestions to think of ways to deal witli the problems. 
If they wish, allow the students to make assunptions about their 
particular service, 

14. Ask the students to report back to the. class their list of problems 
and good points and the ways in which they would expect to deal 
with them. Encourage the students who were in the otlier groups to 
comonient and make alternative suggestions. 

15. If necessary, review the lesson. 
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SUBJECT PERSONNEL MANAGEMENT 



LESSON PMIO GIVING WORKERS RESPONSIBILIIY AND . 

MEASURING THEIR PERFORMANCE 



INSX^UCTOR'S GUIDE 



OVERVIEW 

Ultimately tlie owner-manager o£ a successful business discovers he 
can no longer do everything himself. That is, he must delegate some of 
his jobs to someone else. Hie pmpose of this lesson is to make tlie 
students aware (or increase tlieir awareness) of the factors involved in 
the delegation of responsibility and authority to otliers. 

This concept is not easily conveyed through readings, questions 
and discission only. Experience is tlie best teacher. iHerefore the 
business projects undertaken in lesson ^^P8, ''The Planning Function 
Reviewed: First Project", will give the students an opportunity to 
test their skills in delegation. Relate this lesson to the experience 
gained in the projects as much as possible. 

Essentially the lesson asks: ^Wiat does the owner-manager of a 
business do when he can no longer do everything himself?" Ihe lesson 
tries to provide or encourage the response: "Ffe assigns or delegates 
work to others." 

Communication is vital to effective delegation. If the owner- 
manager does not clearly explain what must be done^ delegation is 
ineffective. 

Follow-i^ and feedback are equally iiipor^:ant. The follow-up 
program must be designed so that it provides the owner-manager with - 
the maximum information possible. However, it must not destroy or 
unnecessarily restrict the initiative of the ejT5)loyee in doing his job* 
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The personality and diaracter o£ the owner-manager must also be 
considered. Some people find it relatively easy to delegate while others 
find it very difficult. Quite often ease or difficulty in delegating 
cannot be predicted, it is only evident in practice. These are some 
of the difficulties which must be faced when dealing with tliis concept. 



OBJECTIVES 

1. The students will discuss the question of delegating responsibility 
and authority to someone else when tlie management jdbs of tlie 
business became too much for one person. 

2. The students will discuss the development and maintenance of a 
follow-up program to measure the performance of employees who have 
been given managerial responsibility. 



REFERENCE ^lATmIAI. FOR INSTRUCTOR 



1. "Delegating Work and Responsibility", Small Marketers Aids , No. 191. 
Washington:. Small Business Administration. 



RESOURCES REQUIRED 

1. E:xercise IMLO - 1, "Too Many Jobs To Do". 

2. Flip Chart. 

3. Case FMIO - 1, "A One Man Sliow". 

4. Flip chart sheets with the following statements written on them 
prior to presentation of the lesson: 

a. on one flip chart sheet: 

"George does not seem to do the job the way I would like but 
I guess he knows what he is doing." (owner talking) 

b. cn one flip chart sheet: 

"I got Bob to help me out but he keeps running back to me 
with questions and suggestions. It's just as if I^were' still 
doing the job myself. Why doesn't he just do what I told him 
-to do when I gave him the job. Can't he see Vm a busy man." 
(amer talking) 

5. Film, "Breaking trie Delegation Barrier" (30 minutes) 
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METHODQIJQGy 

1 . Do not hand out Readings . 



QBJECnVE 1: IHE STUDENTS WILL DISCUSS THE QUESTION OF DELEGATING 
RESPQN'JIBILnY AND AUTHORITf TO SOMEONE ELSE WHEN THE 
MANAGEMENT JOBS OF THE BUSINESS BECCME TOO MUCH FOR ONE 
PERSON. 



Stimulus 

2. Hand out Exercise miO - 1, "Too Many Jobs To Do". Present t!^e 
e:xercise to students. 

3. Ask the following questions and have one o£ the studsnts list the 
answers (or suggestions) en the flip chart. 

a. "What do you think John Fisher should do about the fact that 
he can no longer do everything himself?" Discuss, 

b. "If he needs someone to help him out, what type of person 
should he hirs?" Discuss. 

c. "Which jobs (from the list) should John Fisher continue to do 
himself and which jobs could "he assign or give to his helper? 
Why:" Discuss. 

Suggestions : 

Ha\'e die menber of the group list the numbers 1 to 15 or. ri.e 
flip chart (representing the 15 jobs or tasks listed in Uje 
e:xercise.) Encourage the students to try to reach a consensus 
on whether they would keep a certain job or give it to someone 
else. Write "boss" beside the positions which John Fisher would 
keep and write "worker" or "employee" beside the position 
nunbers that- he would dele|,ate. 

Jot down some notes on reasons given by the students for not 
delegating (because they fear the employee would be dishonest, 
etc.). These notes could be useful when discussing the film, 
"Breaking the Delegating Barrier". If the students e^qpress 
fear of any kind, this would help relate the film (which is 
about big business) to the situation faced by small biasiness- 
men* 

d. "When you assign or give a job to somecae else, what are you 
going to do to be sure that he knows voat to do?" 
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Suggfistiou: 



Ihe students should recognize the inportance of comnuaicating 
aad denmstrating \^at is to be done and how to do it. They, 
have already covered soine of this in the earlier lesson on 
training. 5 

e. "After you have assigned or given a job to soineone, you can 
forget about it and concentrate strictly on the other tilings 
you have to do?" Discuss. 

Suggestion : 

Ihe students should recognize the need for feedback aiid for 
some method of checking to see if the job is being done 
properly. 

f . *^ow would you go about checking to S'^e that the job was 
actually being done?" Discuss. 

Sugg^s tion : 

Let the students develop their own ideas here. The suggestions 
that they corae up with will likely be far more relevant to 
their future bxisiness situations than the formal metliods useci 
in large conpanies . 

g. "Would you continue' to make all uhe decisions? All the ti^a? 
What if you were away from your business for a few days and 
some troiile occurred with equipment? Would the ejiployee you 
l^ft in charge have to clieck with you before having a a^epair- 
man come, in?" Discuss. 

Suggestion : 

Try to keep aiscussioii from getting away from the topic 
too much. If the students tend to drift into looking at 
things from an employee's point of view, remind them that 
they are looking at this from John Fisher's (an owner-manager) 
point of view. 



Provide Information 

4. Hand out tJie Readings; read the Purpose^ Introduction and Sections 
1 to 3» Discuss each section and relate it to the exercise. 
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I PURPOSE 
In this lesson you will discuss vfliat to do when it is no 
longer possible for you to handle all matters of your business 
U by yourself. You will disciiss giving vjorkexs the responsibility 
for certain jobs or tasks that you do not have time for and 
measuring how well they perform these tasks. 



INTRODUCTION 

As a manager, you will know what jobs and tasks have to be 
done to keep the biisiness running smoothly. Jobs like ordering 
stock, making deposits at the bank or credit union, checking stock 
as it comes in, paying bills, paying enployees, etc., will have 
to be done regularly and properly » If you will be doing all 
these things yourself, you will probably develop some sort of a 
schedule; that is, you will probably do certain things at certain 
times of the day or certain days of the week on a regular basis. 
You will knovi^ that the jobs will be done becaiise you will be 
doing them. However, as a successful biosiness grows and expand-S, 
you may not have the time to do everything by yourself. 



OJNTENT 

1. What Happens When an Owner-Manager Can No Longer Do 
Everythiiig HimselT? 

When the workload becomes more than you can handle by 
yourself, you will have to decide x\4iich of your tasks you 
can give \jp and then find someone to help you. That is, you 
will have to delegate C^sign or give) some of your work to 
another person. 

2. What is Delegation? 

Delegation means giving another person the ri^t to 
act for you. 

When you delegate a job to someone else, you make that 
person responsible for seeing that the job gists done. How- 
ever, if you make a person responsible for a job, you must 
also give him the airtJiority (or power) that he needs to do 
the job. For exanple, suppose you make one of your employees 
responsible for the proper operation of your business when 
you are away on business matters. 
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If the meat freezer breaks dom and you will not be back from 
your trip for two or three days, the ejiployee mist have the ^ 
authority to hire samebody to repair the freezer. If he docs 
not have this authority, you cannot blame him if all the meat 
spoils by the time you return. 

3. Why is Delegation Ijiportant ? 

As soon as your business grows big enou^ so that you 
cannot do everything yourself, you will have to get somebody 
else to do some tasks for you. That is, you will have to 
delegate soire work responsibility to another person. As the 
bxjsiness gpts biggjer and bigger, you will have to delegate 
more and more. You cannot try to iim ^'a one man show*''' and do 
everything yourself. 

A manager has to learn to delegate. ^3ood delegation 
makes the bxisiness run smoothly. However, some managers feel 
that they will lose their power if they delegate. Ihey feel 
they must make all the decisions themselves. 

Therefore, while it is easy enough to suggest that 
delegation is a good practice, there are still certain 
problems involved. For example, you will probably wonder: 

a. if the person really knows what he is supposed to do 

b. if the job is being done the way you wrmt it to be done 

c. if he is doing, or trying to do, the job 

d. if a lot of mistakes are being ma^ie 

e. if the person has the qualifications or ability to do 
the job that you expect of him. 



I ndicator 

5. Hand out Case FMLO - 1, "A Qne Man Show". Read and clarify the case. 
Allow the students to make any assunptions that are necessary to 
analyze the case (unless such assunptions destroy the purpose of 
the case) . 

Disciass the questions at the end of the case. Following the 
students' answers, summarize the discussion, enphasizing any of 
the following points that may not have been sugg^jsted by the 
students : 

a. Eric refuses to delegate - perhaps because of fear . 

b. Eric must do or participate in everything himself - perhaps 
because he does not trust his workei^. 
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c, Eric should: 

(1} assigi or give some jobs to other people 

- (2) explain duties fully 

(3) show them what to do 

C4) encourage questions and feedback 

(5) check to see that the job is being dcae properly 

(6) clarify any continuing sources of dLfficu.i.ty or riiisunder- 
standing. 



OBJECTIVE 2: THE STUDENTS WILL DISCUSS THE DEVELOPMENT AND MAINTENANCE 
OF A FOLLOW-UP PROGRAM TO MEASURE THE PERFORMANCE OF 
EMPLOYEES WHO HAVE BEEN GIVEN MANAGERIAL RESPONSIBILITY. 



. Stimulus 

1. Put up tlie flip chart sheets prepared before lesson. Each sheet 
has a statement on it as follows: 

a. 1st sheet : "George does not seem to do the job the way I 
would like, but I guess he knows ^'liat he's doing." (tlie 
ov^er talking) , 

b, 2nd sheet : "I got Bob to help ine out but he keeps running 
back to Tue with questions and suggestions. It's just as if 
I was still doing the job nyself. Miy doesn't he just do 
what I told him to do when I gave him the job? Can't he see 
I'm a busy man?" (the owner talking) . 



Clarify Problem 

2. Have tlie participants discuss- the above statements • The students 
should see that oa the first sheet, the boss is almost afraid to 
say anything to Georgp about the way George is doing the job. 
Therefore, the boss is not likely to have a very good idea of what 
is going m. On the second sheet, the boss is discouraging any 
questions or discussion about the job. He tliinks tliat a sinple 
explanation is all tnat is needed when an enployee is given a job. 

3. Emphasize that neither of these men has developed a proper follow- 
vp procedure after delegating responsibility and authority. Try 
to phrase questicoas, if necessary, which will help the students 
recognize this point. Discuss. 
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Provide In.faiT.iatioa 

4. Read Sections 4 and 5 of tlie Readings. Relate to the previous 
discussion. 



4. How Do You >basure Eirployees' Performance? 

Communication is important when delegating. If you want 
an employee to know what he is si^posed to do, you will have 
to explain the job as clearly as possible. You will have to 
tell him how you would like the job done and then actually 
show him hew to do it. You will have to answer any questions 
he may have and test his unders'tanding by asking him 
questions. 

Explaining, discussing and answering questions about the 
job are in^^ortant when iatroducing an employee to new duties. 
However, tliese things are only a beginning; you will have to 
check to see how he is getting along. You may find tliat 
further explanation and discussion are necessary. Checking 
to see how an employee is handling new responsibility is 
called ''follow-up". 

As an employee becomes more familiar with his job you 
will be able to reduce the number of times .you dieck (follow- 
up) on his progress. But remember, you must never delegate 
a job to anyone and then forget about it.. Even after a person 
knows how to do his job well you should never drop your follow 
up program. You should continue to check from time to time. 
(illy by knowing what is going on in all parts of your business 
will you be able to determine how well your business is doing. 
This is necessary if you wish to plan for any changes 
(expansion, stocking new products, getting a loan, etc.) in 
the future. 

You must keep yourself informed at all times. 



5 . Summary 

You may start out in business on a small scale where you 
can handle all tlie work yourself, but as the business grows, 
eventmlly you will be faced with the decision to delegate 
some of your responsibility to someone else. This lesson has 
shown you some of the ways you cai?. do this , and how you can 
ensure that tlie jobs you delegate, are performed properly. 
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Indicator 

5. Show the filjn, '^Breaking the Delegation Barrier." (30 minutes) 
This film will give the students an opportunity to tie together 
.nost of the material covered in tJiis lesson. The discussion at 
various poiats during tlie film and at the end of the film should 
be directed toward relating the problems to a small business 
situation. 



a. Sunmary of Film Cc3ntent 

ITie settiag is the bosses office in a fairly large manufac- 
turing business. The finu has just been awarded a large 
contract. The new contract, plus general expansion of the 
business, has resulted in the need for some re-organization 
of duties . One of the things that each of the four men will 
have to do is delegate responsibility and authority. 

The film deals specifically with tJie inability of people to 
delegate because of FEAR. The three types of fear that are 
discussed are: 

(1) Fear of working with people (as in Gordon's case). 

(2) Fear of making mistakes (as in Fisher's case). 

(3) Fear of losing authority (as in Pete's case). 

b. Suggested Film Discussion Guide 

(1) Start film and run to the scene where the boss says, 
"I can only hold so many functions in iry hands at one 
time". 

Stop film and ask: 'TVhat does the boss mean when he 
says this? What can he do about this problem?'* Discuss. 

NOTE : If necessary, point out that the boss has too 

much work to do because of the new contract. He 
will have to delegate some respaisibility and 
authority to other people, 

(2) Start film and run to just after the boss finishes 
suggesting what any good manager must do when he delegates. 

Stop film and. ask: "What are the three things that the 
boss suggests any good manager should do when he delegates? 

NOTE: The three suggestions made in the film are: 

(a) He must coimtunicate - frequently in the 
beginning but less frequently as things 
begin to nn smoothly. 
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(b) He mist delegate but not abdicate that is, 
he must not delegate a job and then forget 
about it. 

(c) He inust answer questions - although in the 
film, tlie inen prefer to stxidy the new situa- 
tion for a short timie before they ask 
questions . 

You raay have to replay the above sections of the film to 
ensure that tlie students get tlie three points. 

(3) Start film and run to point where mention has been made 
of first barrier to delegation. 

Stop film and ask: *%Lat barrier to delegation has just 
been mentioned?" Discuss. 

NOTE: Replay tlie section of film tliat mentions the first 
barrier to delegation - FEAR OF WORKING WITH 
PEOPLE if necessary. The inportant point here is 
that effective delegation is sinply inpossible if 
a person does not want to (or will not) work 
with other people. 

(4) Start film and run to the point where the second barrier 
is mentioned. 

Stop film and ask: 'Wiat is tlie second barrier to 
delegation that has just been mentioned?" Discuss. 

NOTE: Ihe second barrier that is mentioned is FEAR THAT 
MISTAKES WILL BE MADE. We mxost accept the fact 
that mistakes will be made but, with proper follow- 
up, the mistakes need not be serious. 

(5) Start film and run to the point where the third barrier 
is mentioned. 

Stop film and ask: 'TVhat is the third b arri^^r to Je le- 
gation that has just been mentioned?" Discuss. 

NOTE: The third barrier that is mentioned is FEAR OF 
LOSS OF AUTHORITY. The owner-m^mager does not 
have to fear that anyone is going to take his 
job. What the owner-mana^r may have to fear is 
that an employee will e^.ercise more authority 
than he has been given. Ihis could present a 
problem in carrying out credit policy, for 
instance. 
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(6) Play film to the end. Review the three types of barriers 
. to delegation that have been discussed in tlie film. 

- fear of working with people 

- fear of making mistakes 

- fear of losing authority 

These problems may not be as serioios for the owner- 
inanager of a busiaess as for the manager of someone else's 
business. Noaetheless, they can be sources of concern. 

Ask: 'Ti.ow did the boss overcome these problems in the 
film?'' Discuss, '^ould you do anything differently than 
he did if you were faced with the same problems?'' 
Discuss . 
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PERSONNEL MANAGEMEN^f 



GIVING WORKERS RESPaNSIBILITY AND >EASURING 
'HEIR PE^^xFORMANCE 



CASE PJvaO - 1 

A qnie man show 



Eric Nelson had certainly bettered himself. At one time he had 
been a small-scale fisherman, barely catching enougli to keep his family 
alive. 

Today he runs his own fish processing plant. . He does not have to 
worry about starving anymore. In fact, last year he cleared $8,000.00 
after paying all his en^iloyees. 

Eric's wife likes the extra, money her husband makes now tliat he 
has his own business, but she says she was happier ^en he was a fish- 
erman. She gave these reasons for being unliappy. 

''Erie works harder and. longer hours now than he ever did when he 
was fishing. I hardly ever see him anymore. He's always down at the 
fish plant - doing this, checking on that ... I do not know why he 
doesn't let the workers look after some of those jobs. 

For exaaiple, my husband insists on being at the plant every time 
a boat load of fish comes in or a truck load goes out, no matter what 
the time of day or ni^t. He says he has to be sure the fish is weired 
ri^t and recorded correctly. Sometimes he even sleeps at tlie plant 
to be sure he is tliere to do these things . 

I think th3 workers could do some of these jobs just as well as. 
my husband can. The workers are there all nig^it anyway. I don't know 
why he doesn't give them the responsibility of doing these tasks. He 
could give them the rigjit to make some decisions for him. He shouldn't 
think that he has to decide everything himself, even if he is tlie boss. 

I wish he wouldn't try to run a 'one man show' 
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Questions for Discussion 

1. As a manager, is Eric doing some tiling wrong? 

2. Miat do you tliiiik Bricks workers think of him as a boss? 

3. IVliat should Eric do to correct tliese problems? 

4. Have you ever had a boss tliat was similar to Eric? 
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SUBJECT 



PERSONNEL MANAGEMENT 



LESSON PMIO 



GIVING WORKERS RESPONSIBILITY AND 
MEASURING THEIR PERFORMANCE 



EXERCISE miQ ' 1 



TOO MANY JOBS TO DO 



John Fisher is owner -manager o£ his own business. He started his 
business about seven years ago. At first it was just a small grocery 
store, but as business increased, he added such things as shoes and a 
few itans of clothing. About four years ago he increased the size of 
his building a little. With more space he added some hardware itons, 
such as hammers, nails, saws, tools, etc. 

When John Fisher first opened his store, his wife helped him out as 
much as she could and John did the rest of the work himself. When he 
increased the size of his store, he hired a lady to help him serve 
customers, but he still did almost everything else himself. 

Business had been increasing al^ the time and after studying the 
situation fairly carefully, he decided to double the size of his store 
as soon as possible. However, recently he found that even with the 
help of his clerk he just could not get everything done no matter how 
late he worked. 

Here is a list of some things that must be done in running John's 
business; 

1. Talking to salesmen arid ordering stock, 

2. Checking stock when it arrives. 

3. Putting stock on the shelves. 

4. Making sales . 

5. Counting up cash at the end of the day, 

6. Making out deposit slips and taking the deposit to the bank or 
credit union- 

7. Making repairs, such as: repairing shelves and counters, changing 
lightbulbs, painting, etc. 
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8. Keeping records (including payroll). 

9. Making out cheques to pay bills. 

10. Arranging for loans. 

11. Paying employees. 

12. Granting credit to customers. 

13. Deciding what prices to charge for all items in stock. 

14. Training employees. 

15. Delivery service. 



Questions For Discussion 

1. What do you think Jolrn Fisher should do about the fact that he can 
no longer do everything himself? 

2. If he needs someone to help him out, what type of person should 
he hire? 

3. Which jobs (from the list). should John Fisher continue to do 
himself, and which jobs would he assign or give to his helper? 
Why? 
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SUBJECT PERSONNEL MANAGEMENT 



LESSON Pm COvIMUNICATING WITH EMPLOYEES 



LNSTRUCTOR^S GUIDE 



OVERVIEW 

In lesson MPll, "Tlie Directing Function'*, we saw tiiat directing 
means getting work done throu^i people; that directing is concerned 
with getting eirployees to give tlie best effort possible. This lesson 
on communication witli eirployees is tiie first of a series dealing with 
the very inportaiit topic of providing employees witli proper dj_rection 
in their work throu^i a better understanding o£ the communication pro- 
cess . 



Communication between the manager and his enployees is vital to 
tiie success of tlie business. If there is lack of understanding between 
boss and workers > the busii^ess may operate inefficiently or even fail. 
Cri the other hand, if all people in tlie business haA/e a shared under- 
standing of tlie tasks to be done, there v;ill be a hi^ier probability of 
business success. Therefore, lessons dealing with soine of the problems 
of enployee-en^loyer communications are inportant for the Small Business 
Management course. 

Tliere are problems, however , in teaching the concepts of communi- 
cation. You cannot teach a person to communicate as easily as you 
mi^t teach him to keep a set of records. Another difficulty is the 
lack of materials that relate to tlie running of small businesses. 

Ihe instructor should* encourage each student to draw applications 
from the film and Readings material to his personal situation in run- 
ning a small business. 
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CBJECTIVE 

Students will discuss the importance o£ iiBintaining good two-way 
communication between the manager and his employees . 



REFERENCE MATERIAL FOR INSTRUCTOR 

1. Paines, I.I. "Better Communications in Small Business", Small Busi- 
ness Management , Series No. 7, Washington: Small Business 
Administration, 1962. 

"2. Sisk, Henry L. Principles of Management , Cincinnati: South-Western 
Piiblishing Coiqjany, 1969, pp. 416 - 441, 



RESOURCES REQUIRED 

1. Films 

a. "The Communications Case Book" (8 minutes) 

b. "The Trouble With Words'' (15 minutes) 

c. "Communications Feedback" (15 minutes) 

d. "Overcoming Resistance to Change" (28 minutes) 

2 . Projectual s , 

a. Rvill-1, "Two-Way Communication 

b. FMll-2, "Steps in Giving Orders to Workers" 
c^ PMll-3, "Objectives of Communications" 



METHODOLOGY 

1. Hand out Readings and read Purpose and Introduction. 



PURPOSE 

In this lesson you will discuss the importance of maintaining 
effective two-way communication with your enployees. You will 
also discuss some of the communication problems that you may have 
to deal with in your business. 
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INTRODUCTION 

As owner-manager o£ your own business, you will be coimiuni- 
cating with people, especially with your eirployees, all the tiine 
It will be iinportant to the smootii running of your business that 
misunderstandings', incorrect work and other problems that result 
from poor communications be avoided. Effective two-way communi- 
cation with feedback can stop these problems before they arise o 



OBJECTIVE: THE STUDENTS WILL DISCUSS THE IMPORTANCE OF MAINTAINING 
GOOD TWO-WAY a.MMUNICATION BETWEEN THE MANAGER AND HIS 
EMPLOYEES. 



Stimulus 

2. Show Proje''*:ual FMll-1, "TWo-Way Communication". 



Clarify Problt^m 

3. Discuss projectual. Ask students the following questio.is: 

a. 'TVhat does two-way coLimunication mean?" List and discuss 
answers. 

b. *TVhy is it inportant for you to have good two-way communication 
between yourself and your eirployees?*' 

c. 'T^ave you worked in situations where there was poor communi- ' 
cation?" Discuss. 

d. "What will you do to haA'e good two-way communication in your 
business?" List answers. Discuss. 

e. '^as there good two-way communication during your business 
projects?" Discuss . 



Provide Informat ion 
« 

4. Read Sections 1 and 2 of the Readings. Ask students for exanples 
from their experiences viierever possible. Show Projectml PMll-1, 
"TVo-Way Communication" again while discussing these Readings. 
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PMll-1 TWO-WAY COMMUNICATION 



•JlVldHSl J3HIH331* 



niVldHJl 33HIHD31* 




OWNER- 
MANAGER 



COMMON 



UNDEi^STANblNG 




EMPLOYEE 



•tECHINGL TEMPIAI[« 



•lECHIHGE TEMPLATC* 

JLD3rans 



1396 



PMll 



CONTENT 

1. What Does TWo~Way Cojnmmication Mgan? 

Communicaticoi is the process of sharing information, 
that is, sending and receiving messages. People commuaicate 
by speaking, writing and body language (motions, gestures, 
facial expressions), and by listening, reading and writing, 

YOU ONE - WAY \ YOUR EMPLOYEES 

(sender) CCM^sIICATiaT^ (receivers) 

eg. speak eg. listen 

If the receivers (your workers) clearly understand the 
meaning that was iatended by you, the sender ox the message, 
tlien one-way communication has bean real and effective. In 
two-way communication the messagr^s, ideas and thougfits flow 
back and forth between the two parties. 

YOU TWO-^AY . YOUR WORKERS 

(sender § receiver) ^ ^. ^ (senders § receivers) 

eg. speak and VfjQMMUNICATION eg. speak and 

listen listen 



Witli two-way communication, understanding between you and 
your employees is easier and more effective. 
For exajiple: if you assign a new task to an employee without 
fiiaking sure he knowr exactly what to do, and without giving 
him an opportinity to tell you whether or not he understands, 
then he may not complete the task correctly. 

By encouraging your employees to communicate with you, 
and by listening to them, you can increase the probability 
that your business operations will nn smoothly. 

You can no doubt thiric of many other instances where the 
use of two-way communication is more effective than one-way 
comniunicatiai. For exajiple: 

a. You and your wife can develop a common understanding of 
your business operations by exchanging ideas; 

b. You can gain valuable ideas from your ejiployees by 
asking for and listening to their suggestions, 

'I\vo'-way communication often takes Icnger than one-way communi- 
cation; it is much faster just to give your employees orders 
without asking for their ideas or opinions. However, the 
best way to get a clear understanding of the job to be done 
is for both parties to comntunicate freely with each other. 
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2. Listening for Feedback 

Vflien you communicate a message (a directive, order, 
idea, etc) to your enployees, you do so witii a certain in- 
tention or purpose in mind. That is, you want them to react 
or behave in a certain way when tliey receive the message. 
However, what the enployees actually do depends on the mean- 
ing they get from the message you sent, you wish to know 
whetlier your message produced the results you wanted, you 
will have to listen to your enployees' responses and look for 
tlie results of tlieir work. Ihis is part of tlie feedback pro- 
cess. 

Feedback lets you know how your actions have affected 
other people; it is an essential part of effective two-way 
communi cation . 

/ COMINICATION k 
YOU ^ 7 YOUR WORKERS 

You need feedback to know if your employees understand 
and are following your orders and directives. 

You must give feedback to your enployees in order that 
they know when they are doing their jobs well. 

' ' ^_ ' ■ ■ ' ' 



5. Read Section 3 of the Readings. 



3, Sunnary 

As owner-manager o£ your own business, you will have to 
establish and maintain channels of two-way communication be- 
tween yourself and your enployees. You will have to use 
skills such as communicating clearly, listening carefully, 
checking for understanding and feedback to ensure that, both 
you and your enployees have a clear understanding of the tasks 
to be done. 



6. The following four films will help the students realize the im- 
portance of enployer-enployee communications as a factor in the 
success of the business. The instructor my choose to omit the 
fourth film, ''Overcoming Resistance to Change". 
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General Notes on Filn\s 

a. . Introduce each film by describing the title and setting, and 

by giving a brief rundom on the content of the film. Remind 
students : 

"Even if a big business situation is shown, 
there are points in these films that can 
help you run your business/^ 

"Try to put yourself in the shoes of the 
person in the film. Ask yourself - How 
would I do things?" 

b. Be sure to direct the discussion so that students relate film 
content to the Readings and to their past experiences. Em- 
phasis should also be on their future role of business owner- 
managers, tliat is, ask them, "How would you solve this prob- 
lem in your business?" How would you have handled the situ- 
ation shown in the film? 

c. Show and discuss projectuals where indicated. (If projectual 
does not summarize film content adequately, make use of flip 
chart. This may reqioire replay of certain portions of the 
films several times.) 

d. Instructors may want to play i>diole film throu^ without 
stopping. Then play a second time making the indicated stops. 



First Film: *'The Communications Case Book" (8 minutes) 

a. Setting: Different offices in a fairly large business. 

b. Summary, of Film Content (including Suggestions on How to Use) ; 

(1) Film starts 

Narrator mentions: "Communication is always a two-way 
. process - something that goes on between people rather 
than just from one person to another. But profitable 
exchange can only take place when both participants are 
interested, receptive, etc., of \>diat is being said." 

(2) STOP here - show Projectual IMll-1, "Two-Way Comniuni- ' 
cation" again and then read above quote to students. 
Discuss. Point out that there has to be back and forth 
(two-way) not just from one person to another (one-way) 
communication if a common inderstanding between two 
people is to be achieved. 
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Introduce Case I. Tell students: ^'Ife will now look at 
a case where tlie boss does not listen to his foremen, 
that is, tlie boss tunes out his miJid.'* 

CASE I , ^^Hie Case o£ tlie Tuned Out Mind" 
Slows boss, sitting in his office. Qie of his forejnen 
conies in to explain a problem. Boss stops his work to 
listen to foreman - but he does not really listen - he 
writes a grocery list instead. Foreman gets mad because 
boss did not listen to what he said. The boss does not 
even realize that he was not listening. 

STOP and discuss. Ask: "Will you pay attention ^len 
your workers talk to you?" Point out: "This case 
illustrates tliat both the sender and tlie receiver must 
be listening to the message tiiat is being sent. This 
points out that communication must be two-way if people 
are to understand eacli otiier." 

Introduce Case II. Tell students: "The next case .shows 
tiiat you have to treat each person as an individual when 
communicating with them. Each person may respond (act) 
differently." 

C ASE II , "Hie Case of the Wrong Wave Length" 
Karrator points out: "Hie raw materials of communi- 
cation are: messages you want to communicate, and tlie 
people to \vliom you want to communicate. No two people 
respond to a message in the saJT>e way. Ihe boss must take 
the individual differences of people into accounts' 

Film shows a situation of a boss giving tlie saine job in- 
structions to two different foremen. Eacli foreman re- 
acts differently. 

STOP and discuss. Ask: "Will you have to treat each 
employee differently? Wiat if your wife or d.-Udren 
work for you?" Replay tliis case if needed. 

Introduce Case III. Tell students: "This case shows 
how a person ^s emotions interfere with his communi- 
cation. A foreman is mad so he barks orders to the 
workers . 

CASE III , "Tlie Case of the Chain Reaction" 
Narrator points out: "You give an order because you want 
to get something done. But the people who have to carry 
the order out have many other wants and the way an order 
or any other communication is transmitted down the line 
can set up a chain, reaction with important immediate and 
long-term results. 
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Film shows a situation where a foreman comes to work and 
fincJs a RUSH order on his desk. Ihis order is a new 
set o£ specifications. Hie foreman rushes into the boss's 
office to con5)lain. Boss is too busy to talk to him. 

The foreman (still angry) goes to tell his workers that 
the specifications have been changed. The foreman^ s 
emotions show (that is, he is still angry) . i^en he tells 
the workers that tlie specifications have been changed. 
Ihis rubs off on the workers as they get angry too. 

(8) STOP and discuss. Ask: 'T^at should the boss have done 
when the foreman came into his office?'' 'IVho is to 
blajne, the boss or the foreman?" 

Re-show this portion of the film if necessary. Point 
out: '*A person's emotions cloud his communications''. 

(9) Introduce Case IV. Tell students: "Ihis case shows that 
a person's attitude or feelings (anger) shows even if 

he does not say anything. 

CASE IV , "The Case of the Silent Yell" 
Narrator mentions: "In every contact with another per- 
son you communicate your attitude as well as the facts. 
This type of unspokeu commmication can be decisive in 
the success you achieve". 

Film shows a situation where a foreman finds out that 
production records were recorded incorrectly by secre- 
tary. Hfe gets jnad. He realizes he should not bawl her 
out in front of other workers so he calls her into his 
office. But' .before he can scold her the girl starts to , 
cry. ' ' 

(10) STOP and discuss. Ask: (a)^"Wny did the girl break 
down and cry even if the boss did not say anything to 
her?" Point out that people can communicate without 
saying anything (non- spoken 'communicatioi) . You can 
tell how another persm feels by looking at him - the 
way his face looks, the way he moves around, etc. (b) 
"How would you have handled the situation if you were 
the boss?" 



Second Film: "The Trouble With Words" (15 minutes) 

a. Setting : A big business production plant. Film shows ex- 
periences of Joe, a foreman, on his first day as a foreman. 
Ask students to put tliemselves in Joe^s shoes. 
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•b . Summary of Film Content (including Suggestions on How to Use) : 

(1) Film starts - shows Joe on his first day as a foreman. 
'Iliere has been a problem witii a machine. Joe tells a 
worker to fix it. The worker takes apart the wror.g 
machine. Joe gets mad at the worker. 

(2) STOP and discuss. Ask: 'TVhat did Joe do wrong?" Replay 
film if necessary. 

(3) After this incident a voice talks to Joe. Voice tells 
him it was his fault tiiat tlie worker took apart the 
wrong machine and points out where he went wrong. The 
voice proceeds to tell Joe how to give orders (tliat is, 
how to communicate instructions). The film refers back 
to above incident with the machine while tlie following 
is discussed. Voice points out how Joe should give 
orders to his men. 

Voice suggests "you have to get workers" attention, that 
is, you have to switch people on -before you can give 
them orders". Tliis may be done by asking workers a 
question (to get him tliinking on tJie right track) . Ihen 
tiiere are five steps in giving work orders to workers: 

(a) tell them WAT to do. 

(b) tell tliem HCM to do it. 

(c) tell them, WHERE to do it. • 

(d) tell tliem WHEN to do it. 

(e) tell them WHY you want them to do it. 

Film points out: "Tliis holds for any situation - wheneA/er 
human beings are trying to get messages to each other," 

(4) STOP and discuss. Show Projectual PMLl-2, "Steps in 
Giving Orders to Workers". Ask: "Do you think this is 
a good way to give instructions (orders)?" 

(5) Film then shows Joe trying to put these principles into 
practice, Joe tells worker about a job he needs done - 
making sample products. Ihe worker makes . the wrong kind 
of samples. Joe's boss discovers this error and gives 
Joe hell. 

Joe is upset, ^fe camxot figurre out why his instructions 
fail. Voice comes in again and points cut to Joe that 
he forgot to put himiiself in the worker's shoes. Voice 
tells Joe he forgot to ask worker if instructions were 
clear. That is, it is not enougji for the boss to have 
things clear in his own mind but the boss has to be sure 
the worker understands things the same way tlie boss does. 
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MLl-2 STEPS IN GIVING' ORDERS TO WORKERS 



i 



... 



• liVldflli 39NIH33i« 



^92 -ON wioi 
{ 1 



SWS IN OIVING ORDERS TD^^^I^^ 




• KCHIMCE 1(NPl>1(> 



GET THEIR AT TENT/ON 



•TELL THEM WHAT TO DO 
•TELL THEM HOW TO DO IT 
•TELL THEM WHERE TO DO IT 
• TELL THEM WHEN TO DO IT 
.•TELL THEM WHY YOU WANT 
IT DONE 



• UCHIKCt ]EMPIKU» 
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Voice tells Joe he should repeat tt.e inportant parts o£ 
his instructions more tlian once. He should ask tlie 
worker to repeat the what, how, where, when and why of 
what he is sijpposed to do. 

(6) STOP and discuss. Refer to Projectual PMll-2 again. 
Ask: "Do you think it is inportant to ask your em- 
ployees to repeat your instructions in tJieir own words?'* 
Iteplay above portion of film if necessary. 

(7) Film shows a flashback to Joe's home. Shows where Joe 
made a mistake while doing tlie was'-ing for his wife be- 
cause his wife did not make sure he understood her in- 
structions. His wife did not mention tlie inportant 
thing more than once and she did not clieck back to see if 
Joe got it rig^t. 

Film tlien shows a situation where Joe once more tries 
to apply tlie five steps of giving orders. Joe does it 
correctly this time. Film ends when Joe's boss gives 
Joe instructions. Joe corrects his boss. He asks him 
to carefully spell out the what, how, when, etc. 

(8) Discuss. Ask: "Is it possible for you to put these 
steps into practice in your business?" Replay portions 
of film if necessary. Also refer to Projectual PMll-2 
during this discussion. Ask: "Is two-way communication 
needed in order for instructions to be clear?" Refer 
back to lesson Readings and Projectual PMll-1 if nec- 
essary. 



Third Film: "Communication Feedback" (15 minutes) 

a. Setting : Professor Berlo is narrator. SJiows communication 
situations in big business; however, situations and theory 
can be related to students' backgrounds and futures as owner- 
managers . 

b. Summary of Film Cmtent (inducting Suggestions Oa How to Use] 

(1) Film starts by showing mechanical and macliine- to -machine 
communications. For exanple, thermostat and ccmputeTs. 

Snows details of liow a thermostat controls the furnace, 
hence tlie tenperature in the room. Explains that feed- 
back means getting knowledge of results or, in other 
words, seeing responses of others that will let us know 
how well we (our communications) are doing. >bntions 
tliat managers need to get feedback from workers. Feed- 
back should not be ignored. 
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Film then points out the OBJECTIVES o£ communication. 
'Ihat is, when we communicate: 

(a) We want to get ATTENTION; 

(b) We want UNDERSTANDING o£ what is expected and what 
needs to be known; 

(c) We want ACCEPTANCE o£ ourselves and our ideas; and 

(d) We want ACTION. 

STOP and discuss. Show Projectual PiVai-3, "Objectives 
of Communication' \ Relate back to Sections 1 and 2 o£ 
Readings and to course teaching situation; that is, ask: 
*'Does the instructor get attention, understanding, ac- 
ceptance and action £rom the students?" 

Film tlien shows exanples where these objectives o£ com- 
munication are not acconplished. Instructor may want 
to stop and discuss each of these exanples: 

(a) Manager is holding a meeting. Manager just talks 
away even though he does not have people's ATTENTIOsl. 

The mana^r ignores FEEDBACK. Ihe moral is^if you 
do not have people's attention then you are. not 
communicating. 

(b) Boss is telling a girl what to do. The girl says, 
"I understand" but she really does not understand. 

floral - you must have UNDERSTANDING \^4len you com- 
municate . 

(c) Girl is talking on phone. She does not ACCEPT what 
tlie otlier person is saying. 

iMoral - your communications must be accepted. 

Narrator sums up the above situations as follows: "The 
manager must use FEEDBACK from people's responses to 
what he says." ?fe also points out that: 'Tor those who 
are sensitive to it, feedback is easy to get". 

The film goes on to discuss the question: ^TVliy is feed- 
back easy to get?" The answers are: 

(a) Everything a person says tells you something about 
him (if you are sensitive to feedback) . 

STOP and discuss this point. Relate to gixDup's 
"reading" of instructor. 
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PM11:3 OBJECTIVES OF CO^MJNICATI0NS 



vnw «n«,,ViB isn— >isyw ,A}\*,ml 



• 3mdN3i ]9NIH3]i* 



• ]iV1dn]l ]9NIH3]i« 




OBJECTIVES OF COMMUNICATION 

WHY DO YOU COMMUNICATE ? 



WHAT DO YOU WANT 
TO ACCOMPLISH WHEN 
YOU COMMUNICATE? 



TO GETATTENTION 

TO BE UNDERSTOOD 

TO HAVE YOUk IDEAS 
ACCEPTED 

TO MAKE OTHERS ACT 
IN A ClimiN WAY 



YOU NEED FEEDBACK TO KNOW IF 
YOUR COMMUNICATIONS WORK I 



• TUNlNGt UUPUK* 
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(b) Everytliing a person does, all his reactions, are 
potentially liseful. Hie manager can make use o£ 
everytliing he knows about his men (inside- and out- 
side tlie business) . 

STOP and discu^3s . this point. Relate to idea of 
unspoken or non-verbal commmication mentioned in 
Case IV of Communications Case Book film. Also 
relate to the enploying of relatives. That is, ask: 
"Is it easier to communicate with people you know 
well? Wliy?" Film continues and points out "some 
people come right out and tell us they are not 
paying attention or that tliey do not understand, 
but in many cases we have to look behind what they 
.are saying to see what tliey really mean." We can 
find out what tliey really mean by noticing sucli non- 
verb-al (unspoken) communications as: 

- posture Oiow he stands or sits) 

- gesture (body movements, hands and arms) 

- tone of voice 

- hesitation in responses 

- the lifted eyebrow (facial expressions). 

Of course people often mean different things from 
what they say and two people have different meanings 
from the sane statement. 

STOP and discuss. Ask: "Do you agree that unspoken 
communications can help to tell you what people 
really mean or what they really think? 

(c) Hiird reason why feedback is easy to get is: "most 
of lis are desperate to get someone to listen to us 

. but nobody listens". Film shows an example - a 
worker gives personal problems as reason for being ' 
behin.d in his work. His boss does not listen. 

STOP and discuss. Ask: "Why did the boss not listen 
to the worker's persoial problems?" Replay this 
portion of film if necessary. 

Narrator sums xjp this section of film by mentioning: 
"ifeedback is so inportant to our success and it is so 
easy to obtain; why do we not make better use o^f it? 
and why do we ignore and distort feedback? 

Film then suggests reasons why feedback is- ignored: 
Instructor should stop and discuss each reason.) 
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(a) '^Managers do not understand communication. They 
should tliink o£ communicaticn as sonething more 
than messages/' 

Film shows a situation o£ a chairman who must get 
everything covered in one meeting. The meeting 
runs over the time limit. The chairman ignores 
the feelings of others in the meeting. He does not 
listen to what people say. He is insensitive to 
unspoken communications. 

Moral - there can be lots of messages but little 
communication . 

STOP and discuss. Ask: "Is the chairman ignoring 
feedback?" 

(b) Second reascn for ignoring feedback is; *Tfe are un- 
aware tliat we are in the business of affecting 
people, that is, we thijik communications involves 
passing messages back and forth and we do not have 
to consider the consequences." 

Stop and discuss. Ask: "Does everything you com- 
mmicate to your workers affect them in some way?" 

(c) Third reason for igp.oring feedback is: "We are too 
wrapped up in ourselves, tliat is, we listen to our- 
selves carefully but ignore the responses of others." 

STOP and discuss. Relate to behaviour of students 
in their own group. Ask: "Are you sometimes too 
wrapped up in yourself to listen?" 

Film then shows a situation to illustrate the above 
point boss asks for suggestions from workers. 
Oie worker gives his recommendation* Another worker 
starts to give his but boss interrupts and asks him 
to summarize what the first worker said before he 
proceeds. This second worker cannot summarize be- 
caiise he was no: listening* He was too wrapped 
up in himself. 

(d) Fourth reason for ignoring feedback is: "Ife do ^aot 
want to know something that will cause us trouble." 

Film shows a situatiaa where a worker misreads 
feedback because he is insecure. 

STOP and discuss this fourth point. 
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(e) Fifth reason for ignoring feedback is: 'TVe are 

poor observers, that is, we do not read tlie reactions 
of otliers". ' • 

STOP and discuss. Ask: ^Will you have to learn how 
to read your workers 

(6) Narrator then sums up tlie five reasons why people do not 
use feedback. He mentions; "To get feedback, we must 
train ourselves to observe tlie reactions of others. 

We must get away from the above five handicaps. Re- 
iDsmber - everything tliat people say and do tells us 
sometliing about tiiem. — To cliange people's behaviour 
we must .use feedback. — The effective manager has to 
learn liow to read people. 

(7) Discuss last line of film. Ask: "Can you read people? 
Is it easier to read relatives than others?" Show parts 
of film over again if necessary, or if students wish a 
rerun. 



Fourtli Film: "Overcoming Resistance to Qiange" (28 minutes) 

NOTE: This film is optional. Ihe instructor should decide whether 
his group will benefit from it, ■• 

a. Summary of Film Content 

(1) Film shows that often people do not welcome change, even 
if it is for the better. It shows how workers resist 
the introduction of new equipment. Ihe problem is not 
in tlie equipment but in the workers. 

(2) Mention: "Hie key to overcoming resistance to change is 
in seeing things from tlie workers^ point of view; that 
is , seeing what the change means to the workers . 

(a) workers want to loiow the who, what, where and how 
of cliange ; 

(b) supervisor should consult workers about change; 

(c) tlie workers' self-image may be threatened by the 
boss's attitude toward cliangp; 

(d) the boss must see how change affects a person in 
terms of his work group; 

(e) workers may see change as just adding new 'problems . 
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(3] To qvercojne resistance to change*, the manager should: 

(a) comunicate to tlie workers before tlie change takes 
place ; 

Cb) give the workers an opportunity to express their 
opinions ; 

(c3 involve the v/orkers in the cliange - make them feel 
that tliey have an inportant part to play in the 
success or failure of the change; 

(d) accept tlie workers suggestions and consider them 
carefully. 

(4) A supervisor cannot prevent or overcome resistance to 

change unless he sees it from the worker's point of view. 
Effective two-way coimmication is needed for change to 
go smoothly. Qiange cannot be inposed; it will be ac- 
cepted only when it is not threatening. 

Indicator 

6. Students will write a report^ to be handed in the following day, 
outlining the inportance of two-way communication between em- 
ployer and employee. Ihe report should also mention the ways in 
which a manager can encourage two-way communication. 
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SUBJECT 



PERSONNEL MANAC3BMENT 



LESSON PM12 



BE A GOOD LISTENER 



INSTRUCTOR'S GUIDE 



OVERVIE\.r 



Listening is one o£ the most inportant, most difficult, and most 
neglected skills in communication. It has. been shown that most business- 
men spend almost as much time listening as they do in writing, reading 
and speaking coniDined. 

Active listening demands concentration, not only on the spoken 
words of another person, but on the unspokeu words that may be far more 
inportant. 

This lesson has in^jlications for every area of business life: 
dealing with customers, enployees, siqjpliers, bankers, etc. Also it 
has inplications for the group situation in idiich the students find 
thomselves. That is, do they listen to the instructor? Do they listen 
to their fellow students? 



The student will be made aware that the ability to listen is one of 
the most inportant comnTuni cation skills. 



RESOURCES REQUIRED 

1. Projectuals: mi2-l, "Are You Listening? Why Not?" 

PM12-2, "These Ihings Caiise Poor Listening" 

PM12-3, "Good Listening is Good Selling" 



OBJECTIVE 
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2. Films: "Person to Person Coimnication" (14 minutes) 
"Are You Listening?" (12 minutes). 



- f^4ETH0D0L0GY 

1. Hand out Readings and read Purpose and Introduction. 



PURPOSE 

Ihis lesson will enphasize the inportance o£ listening in 
effective commmication. The ability to listen carefully and com- 
pletely is one of the most in^iortant and one of the most neglected 
communication skills. 



IiNrTRODUCTION 

Most of los are better speakers than we are listeners. A 
businessman must be a good listener; he must be ready to listen 
carefully to his workers, customers, sij^^pliers and other people 
in the community. 

It is hard fcr two-way communication to take, place unless 
each person is a good listener. Careful listening cuts down on 
mistakes and misunderstandings. 



.OBJECTIVE: TOE STUDENT WILL BE MADE AWARE THAT IHE ABILITY TO LISTEN 
IS ONE OF THE MOST IMPORTANT CCMIUNICATION SKILLS. 



Stimulus - 

2., Show the film, '-Are You Listening", without stopping for a detailed 
analysis of the situations shc^n. 

Discuss the film and ask students to suggest what they think^.causes 
poor listening in tliis group ♦ List these suggestions on the flip 
chart. 



Clarify Problem 

3. Show the Projectual PM12-1, "Axe You Listening? Why Not?". Let 
the students explain, in their own word^, what each of the pictures 
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p^a2 



means and/or relate eadi picture to one o£ their suggestions listed 
on tile flip cliart. 



Provide Information 



4. Read Sections 1 and 2 of the Readings, 
as Section 2 is being read. 



SItlOw Projectual PM12-2 



CONTENT 



1. Wliat Makes You A - Good Listener? 



a. 



b. 



c. 



d. 



e. 



Do Not Prejudge [be biased toward) the Other Person 
If you tliinlc .a person is stupid or dunt>, you will not . 
even try to listen to and understand his point of view. 

Listen to tJie Full Story 

Be . sure you do not cut the otlier person off before he 
has said what he wants to say. Do everything you can 
to put tlie otlier person at ease. 

Try To See Hiings .From tlie Other Person^ s Point of View 
Put yourself in his shoes. Try to "pinpoint the feelings 
behind his words. 



Que 
Kee 



stion the Otlier Person Carefully 
leep the corTversation going by asking questions such as 
"and then what happened?*' or *Vhat did you do?" 



Do Not Argue Stupidly 

Do not say "tliat is not true" or "I do not believe you"* 
Ihese statements will put the other person on tlie de- 
fensive (get his back up) thus making it inpossible for 
him to say what he wants to say. 



2 . Miat Are Some Poor Listening Habits ? 

a. Prejudging 

Deciding in advance that the other person will be unin- 
terestir.g, dull, or a waste of time to listen to. 

b. Pretending Attention 

Many people pretend to listen vdiile thinking of something 
else . 
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PM12-2 THESE THINGS CAUSE POOR LISTENING 



SUBJECT 



• 3J»ldH31 33HJH33i« 



SERIAL NUMBER 

• 3]V't(iN3i 39NIN33I* 



THESE THINGS CAUSE POOR LISTENING,. 



ASSUMPTIONS 
POINT OF VIEW 
FEELINGS 



V: 




YOUR 
WORKER 



I TECNIFAX ! 

Form No. 267 



■•TECHINCE TEMPLATE* 



YOU 

THE BOSS 



• TECHINGE TEMPLATE* 



TECNIFAX FILEABLE TRANSPARENCY MOUNT 
7'/i"k10" mask—use 8ya"Kll" FILM 



•TECHINCE TEMPLATE* 
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c. Yielding to Distractions 

Hiere are always things that, distract our attention 
when we are- trying to listen to a person. 

d. Pencil and Paper Listening 

Sometimes we try to take down too many notes and thus 
do not hear what is being said. 

e. Emotional Deafliess 

Certain words like commmist, sex, etc., may affect our 
feelings. We let tliese words botlier us so much that we 
do not really listen to what is going on. 

f . Blocking Out Wliat We Do Not Want to Hear 

Most of us do not listen as well to tilings tliat go 
against our ideas as we do to those things tliat agree 
witli our ideas, lhat is, ^Ve hear what we want to hear" 
and block out the rest. 

g. Listening for Facts Only 

Facts alone may not mean anything. We have to listen 
to tlie entire message. 



5. Sliow tlie film, "Are You Listening?", again; this time, stop after 
each of the following scenes to relate it to tlie Readings. Ask 
tlie students to suggest what listening problems apply to eacli situ- 
ation and, if possible, to give some real life e:5q)eriences they 
have had. 

a. Situation 1 

Supervisor overhears enployees running down tiie managc^ment of 
tlie company. He blocks out information when he talks ^:o the 
boss on the telephone. 

Stop and ask: "What did the supervisor do wrong?" Relate 
. . to Readings Section 2, f. 

b. Situation 2 

Staff meeting. Shows a situation of a person leading a staff 
meeting. He asks for ideas then destroys participation by 
cutting people off before they have finished talking. 

Stop and ask: "Have you ever seen this happen? If so, i>diere?" 
Relate to Readings Section 1, b. 

c. Situation 5 ^ • 

Employee evaluation interview. Shows a situation vdiere neitlier 
person is listening to the other. 

Stop and ask: "How would you do an evaluation interview?" 
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(1) The boss has prejudged the otlier person. Relate to 
Readings Section 2, a. 

(2) Tlie boss has yielded to distractions (telephone) . Re- 
late to Readings Section 2, c. 

d. Situation 4 

Exit interview. Sliows a situation v/here a person is being 
interviewed after having quit his job. Hie lady interviewing 
him shows a nuiBber of poor lis^.ening habits. 

(1) Listening for facts only. Relate to Readings Section 2, g. 

(23 Not listening to the full story (cutting people off). 
Relate to Readings Section 1, b. 

(3) Not trying to see things from the eiiployees point of view. 
Relate to Readings Section 1, c. 

(4) Not questioning tlie otlier person carefully. Relate to 
Readings Section 1, d. 

e . Situation 5 

A confused elderly man -is trying desperately to get some in- 
formation and reassurance from an inconsidierate ticket clerk. 

(1) He is pretending attention . to the old man. Relate to 
Readings Section 2, b, 

(2) He had decided in advance that the old man will not be 
interesting. Relate to Readings Section 2, a. 

6» Read Section 3 of the Readings. 



3. How Can You Be A Good Listener? ' 

Good listening is inportant to your success as an owner- 
ihanager. The following are some points to remember on good 
listening, 

a. Stop talking. 

b. Make sure that you can hear what is said, and that others 
can hear you. 
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c. Face the speaker so you caii see him as well as hear him. 
His facial expressions will help you to understand what 
he says. 

d. Listen for tlie main ideas in what is said. Look for 
his point of view. Be patient. Do not argue. 

e. Try to allow for the speaker's feelings at the time. 
Put yourself in his place. 

f. I&iow your own feelings and try to allow for them be- 
fore reaching any decision. 

g. Get his whole stor/ before interrupting him. 

h. Ask questions. Check understandings and clear up any 
misunderstandings , 

i. If you disagree with him, be sure he understands clearly 
what the disagreement is about. 



Sliow Projectual PML2-3, '*Good Listening is Good Selling", Discuss. 
Show the film, "Person to Person Communications". 
Hie film setting is the boss's office. 

a. First Scene 

Shows what happens when the boss and worker are not listening 
to each otiier. 

The worker asks the boss for a week off. The boss is not lis- 
Lening. He refuses to give the worker time off. Worker is 
not listening either. So he quits the job. The boss loses a 
good worker and has to hire and train a new man. 

Stop and discuss v^diat each person was doing wrong. 

b. Second Scene 

The narrator goes back and looks at what actually happened 
between the boss and the worker. 

The narrator enphasizes the three questions that the bo?s and 
the worker should be asking themselves while listening to 
each other: 

(1) What assun5)tiQns are we making? 

(2) What are our points of view? 

(3) What feelings are affecting our thinking? 



7. 
8. 
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Third Scene 

Shows how different the same situation is when the boss and 
worker listen with mderstandijig to eacli other. 
The worker gets soine time off and the boss is able *to get 
the work done while he is away. 

End 

The narrator sums up film; "Listening is more than fust 
hearing words. You have to listen with understanding." 

Stop and discuss film. Refer again to Projectual PM12-2. 
Replay portions of the film, if necessary. 

9. Read Section 4 of the Readings • 



4 . Summary 

Effective communication assumes that two-way communi- 
cation exists between the two parties, and that both are care- 
/ ful listeners. Very often real communication cannot exist 

because someone is not listening. This lesson should en- 
courage you to sharpen your listening skills. 



Indicator 

10. Ask students to gather in groups of four or five. Ask them to 
list tlie most common bad listening habits they have noticed iji each 
otiier. Have tliem suggest methods of correcting each one. 

11. Have each small group share their ideas with the* whole group. List 
on the flip chart. Miicli ones are most common to the whole group. 



PM12 
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d. 
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SUBJECT 



PERSONNEL MAMGBIEOT 



LESSON mU ROADBLOCKS TO COMMUNICATION 



INSTOUCTOR^S GUIDE 



OVERVIEW 

This lesson introduces the students to the ROADBLOCKS, BARRIERS, 
BREAKDOWJS OR FILTERS, which prevent good two-\vay conmunications- 

The owner -manager of a business cannot avoid coimiunicating with 
people: customers, onployees, suppliers, financial institutions (banks, 
credit unions, government agencies, etc. J > government departments (taxation 
branch , unemployment insurance ccrmnission, etc*) In fact, not only is com- 
munication unavoidable, it is vital to the successful operation of any 
business. 

Communication is obviously important when dealing with personnels 
An owner -manager must communicate with his employees. Ideally, there 
should be complete understanding by both the employer and the anployees 
at all time during the communication process. This ideal is rarely 
achieved. Most communication is poor briause of the many roadblocks 
that serve to prevent the complete understanding people hope to acliieve^ 

Having established tlmt roadblocks do indeed interfere witli the 
communication process, the lesson points out some of the more conmion 
types of barriers tliat the students will encounter. Finally, some of 
tl^e steps that the students thafuselves can take to ensure that these 
roadblocks are reduced or eliminated are discussed. 

The instructor should impress upon the students that they, as managers 
or owner -managers of their own businesses, must assume a large measure of 
responsibility for good communication. If they do everything they can 
to reduce ccrniunications roadblocks, their efforts will serve as an example 
to their employees and others witli whom they come in contact, TJiis approach 
will not guarantee the elimination of roadblocks, but it will at least 
encourage people to respond in a similar manner. 
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NOTE: Ihe instructor should be prepared for the suggestion tliat 
he is not communicating effectively; that he is guilty of 
sowe of the roadblocks pointed out in the lesson. 



OBJECTIVES 

1, 'Ihe students will become aware of some factors that cause breakdown 
in communications. 

2. The students will become aware of some of the steps they can take 
to reduce, remove or overcome barriers to communication. 



RESOURCES REQUIRED 

1. Projectua] BC2-1, "Ihe Communication Process''. (Previously used 
witli lesson BC2, ''Communicating in Business".) 

2. Projectual IML3-1, "The Six-Headed Communication Blocker'* 

3. Flip diart 

4. Film, ''Roadblocks to Communication" (30 minutes). 



METHODOLOGY 

1. Hand out the Readings and read the Purpose and Introduction. Show 
Projectual BC2-1, "The Communication Process", at the sa^fie time. 



You will consider ways in which these roadblocks or barriers 
may be overcome. 



PURPOSE 



This lesson looks at the filters or roadblocks that come 
between the sender and the receiver of messages. These road- 
blocks interfere with communication among people and cause 
what is referred to as a "breakdown" in communications. 



Roadblock 
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INTRODUCTION 

One o£ the things you will .lave to do as manager or owner- 
manager o£ a business is deal with people. You will find that 
you must develop and maintain good two-way communications with 
customers, suppliers, employees, etc. However, you will find 
that many things interfere witi?. the two-way process of communi- 
cation and prevent people from understanding each otlier. 7.hese 
things are called ROADBLOCKS, BARRIERS or FILIERS to communica- 
tion. You must know, what tliese roadblocks are if you hope to 
reduce or oA/ercome them. ■ 



OBJECTIVE 1: THE STUDENTS WILL BECCME AWARE OF SCME FACTORS THAT CAUSE 
BREAKDOWN IN COMMUNICATION. 



Stimulus 

1. Have one pf the students write, '^Roadblocks to Communication" at 
the top of the flip diart. Ask the students to brainstorm a list 
of things that they think are roacJblocks or barriers to communi- 
cation. 



Clarify Problem 

3. Discuss the suggestions made by tlie students. 

4. Show Projectual ML3-1, '"Ihe Six-Headed Communication Blocker". 
Point out that the projectual shows only a small nunber. of the 
factors that u.n cause communications to falter or break down. 
Also point out that some of thf^se roadblocks or barriers overlap. 
For exaiiple, if you distrust the sender of a message, you will 
not likely believe what .he has to say. So, in effect, you will 
be hearing only what you want to hear. Thus two roadblocks ha\ie 
occurred together one is the result ox the otiier. Additional 
exajiples of this same sort may be suggested by the group or tha 
instructor. Discuss as necessary. 



Provide Information 

5. Read Section 1 of the Readings. Coiipare the points suggested 
in the Readings with the list on the flip chart* Discuss.^ 
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1 . Roadblocks That Cause Communication Breakdo^sai 

In tlie last three lessons you have discussed the Lnportaucc 
of establishing and maintaining effective :wo-Wciy communication 
with your employees. You liave learned thaC careful listening 
lielps to redtice misunderstanding in cotmnunication . In fact, 
poor listening iiabits contribute largely to the failure or 
breakdovsai of conimunicntion. 

Other roadblocks to clear understanding and effective 
communication are: 

a. People often hear only what they want to hear , : 

If you are talking with someone who ignores what you are 
- saying because he has strong opinions of his owti, the 
coimnunication process breaks down. That is, the other 
person will listen only to those things which agree with 
his own opinions. j 

b. Lack of knowledge . 

Sometimes a person does not know (or, you think he does 
not kTiow) too much about the subject he is discussing. 
If this is the case, you are not likely to pay mucli, if 
any, attention to what he is saying. 

c . Distortion . 

vSometimes people ^distort (or change) the intended meaning 
of a message that you send to them. They may do this on 
purpose, or they may do it unknowingly because they do not 
understand your message. 

Consider the following situation: 

The teacher added a note to Johnny ^s report 
card saying, "Johnny isn't contributing in 
class." The next day Johnny came to school 
with a scribbled note that said, '^e don't 
have much money, but here's a nickel." 

d. The receiver m ay distrust the sender of the message . 
You would tenci to disbelieve a message sent to you from 

' someone you distrust. 
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PM13-r THE SIX-HF.ADED COMMUNICATION BLOCKER 



SUBJECT 



SERIAL NUMBER 



..r 





DISTRUST 




OF N 




SENDER r 


LACK OF 


KNOWLEDGE f 



different 
meaning: 



DISTORTION , 

OF • A. 

MEANING 





HEARS ONLY WHAT 
HE WANTS 
TO HEAR/ 



NERVOUS- 
EMOTIONAL 



VERBAL 

COM 

MUNICATION 



THE SIXHEADED 

COMMUNICATIONS 
BLOCKER 



J 



IjECKIFAXj * 

HIM II. ■Illl|*lllll| 



• UCHIKGC UMPUIE* 



• UCHINGC UMPUTE* 



fom No. 267 



TECNifAX FILEABLS TRANSPARENCY MOUNT 
IWxW MAS»1 — USE HLM 
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e • V/orus mean different th ing s to different people . 

You 5^ uld try to use words that the receiver understands 
and Liifce your phrases as clear poi^^.ible. For instance, 
if you asK cae of your enployees to o.o something ^'as soon 
as possible^^ he may not be sure whether you want him to 
do it immediately, or to ao it as soon as he finished 
what he is doing, 

f ; People may be nervous or emotional . 

♦ Qie of your employees might be nervous vAien talking with 
you. Thi? could prevent him from revealing what he really 
wants to say. Also, if you or one of your eii5)loyees be- 
come angry or excited, communication can be difficult, or 
even iiiq^ossible. 

g. Noi se and ii\ t em4)tiQns . 

TFthe room Ts noisy or there are constant interruptions 
when somebody is speaking with you, effective communi- 
caticTi can be very difficult. 

• \ 



6. Now that tlie students are somev^at more familiar witli the use of 
the term 'roadblocl:s' , ask if any of them have experienced some of 
these saii^ problem.^. Encoura^ as many as possible to relate ex- 
periences which are examples of various types of roadblocks . 

Suggestions to instructor : Try to have the student relating the 
experience determine what type of roadblock he is talking about. 
Ask the rest of the students if they agree- (Try to keep the dis- 
cussion from getting off the track.) 

7. Sliow the film, '^Roadblocks to Communication". (30 miiiutes) 

NOTE: 'Ihere are roadblocks in the presentation of the film itself, 
lhat is, the terminology is sophisticated in spots and the 
points presented axe not as clear as desired. However, the 
instructor will be able to clarify any difficult terminology. 
He will also be able to draw attention to any points which 
are not sufficiently clear in the film. 

a. Setting: A woman is giving a speech on fallout shelters, 

b. Overvj.ew : Ihe film opens with a speech beijig presented. At 
the concluision of the speech some meniDers of the audience 
are asked for their reactions. We find that varioiis 'solder' 
and 'receii/er' filters (roadblocks) have interfered with the 
commuai cation process. Included among those mentioned are: 
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(1) not listening. 

(2) use o£ long, complicated sentences. 

(3) reading the entire speech instead of jvst referring 
to notes occasionally. 

(4) poor choice of words. 

(5) not an expert on the topic. 

Attention is then drawn to ways and jneans of overcondng these 
roadblocks. The three suggested in the film are: 

(1) enpathy (putting yourself in tlie other person's shoes) 

(2) paying attention to what the other person says 

(3) encouraging the listeners to ask questions. 



Indicator 

8. The instructor will be able to determine whether the objective has 
. been achieved from the group discussion throu^out the lesson. 



OBJECTIVE 2 : THE STUDENTS WILL BECOME AW.ARE OF SGME OF THE STEPS THEY 

CAI^-; TAKE TO REDUCE, REMOVE OR OVERCOME BARRIERS TO COMMUNI- 
CATION. 



Stimulus 

1. Have one of the students write, 'HVays of Overcoming Roadblocks to 
Communication'* at the top of the flip chart. Ask the studeni:s to 
suggest ways that roadblocks may be reduced or eliminated and write 
these on the flip chart. If you have' to help them get started, you 
may suggest one or more of the following: 

a. encourage feedback . - ^ 

b. choose 'words carefully . - 

c. tiiTB messages carefully 



Clarify Prul lem 

2. Encourage discussion to ensure that the entire group fully under- 
' stands each suij^sti.on. Try to eliminate any roadblocks that may 

develop within :the groijp. 

Provide Information 

3. Read Sections 2 and 3 of the Readings. Conpare this material with 
the list on the flip chart. Encourage discussion and clarify where 
necessary. 
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2. Overcoming Roadblocks to Communication 

The purpose o£ communication is to achieve ujiderstanding 
between the sender and the receiver. This is possible only if 
the roadblocks to communication have been overcome or eliminated. 

As owner-manager you can take some o£ the following actions 
to reduce or eliminate roadblocks or barriers. 

a. Encourage feedback ■ 

If yoi: hoDe to communicate effectively with your employees, 
-nfcrmation must flow in both directions. That is, from 
yua to Lhem and from them to you. Feedback can tell you: 

(1) If you have communicated your ideas or instructions 
clearly and if further explanation is needed; 

(2) if the words you are using are clear; 

(3) , if your employees have been listening to you; 

(4) if your employees received the meaning you intended 
them to get from your message. 

b. Choose your words carefully . 

Each person attaches a somewhat different meaning to a 
message according to the meaning he has of certain words. 
Problans can arise if you assume that each listener or 
reader will attach the same meaning to words as you do. 
Therefore you must try to put yourself in the listener's 
shoes (that is, see things from his point of view) and 
use words as he would use them. Do not use words that 
he will find difficult to understand. 

c. Time your messages correctly > 

Communication should take place when there is the least 
interference from noise and other interruptions. If 
possible, avoid communicating with an employee or anyone 
else when that person is angry or Upset. 

d. Repeat important messages . 

This will help overcome such things as noise and other 
distractions. It will also help to make bure that the other 
person gets the ^ exact meaning of your message. 

e • Follow up on your communications . 

Check to see if the person understands your message. It 
is wise to check and see if the person is actually doing 
what you asked him to do. ' 
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£. Be honest and sincere in your coirnnunications . 

If the listener trusts you, he will pay much closer 
attention to tlie message you are coiranunicating to him. 
Hie more attention he pays, the better the commuaication 
will be. 

g. Stop, look and listen . 

SoiTBtinfes you may have such a strong opinion, about what 
you are saying that you do not stop to give the other 
person a chance to say a word. I£ you fail to listen to 
what the other person has to say, you are blocking the 
communication process. 



3. Summary 

There are many reasons why people misunderstand each 
other's communications. Sometimes this misunderstanding leads 
to costly mistakes and hurt feelings. In your business, learn 
to recognize the causes of misunderstandings and otlier com- 
munication problems, and tlien work to eliminate or reduce them. 



Indicator 

4( Ask: ''What suggestions were made in the film for overcoming road- 
blocks to communication?" Have one of the students list suggestions 
made by the grou^). . • 

Note to instructor : The three suggestions made in the film are: 

(1) empathy (putting yourself in the other person's shoes). 

(2) paying attention to vdiat the other person says. 

(3) encouraging the listeners to ask questions. 

Discuss the suggestions made in the film with the students. Relate 
to the list made in point 1, above. 

The suggestions made by the students on ways to overcome roadblocks 
plus the discussion of the film, will allow the instructor to de- 
termine if the objective 'has been achieved. 
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SUBJECT PERSONNEL MANAGEMENT 



LESSON PM4 THE GRAPEVINE 



INSTRUCTOR'S GUIDE 



OVERVIBV 

Ihe grapevine network o£ informal communication is most often 
identified with large businesses; however, it is just as inportant to 
a small business owner-manager because the success or failure of his 
business may depend on stopping incorrect rumours, 

. ^bst students will be aware of the grapevine or rumours from their 
experiences in their owx communities. This lesson should help them 
understand the effect that rumours within the business and*^ within the 
community can have on their businesses. Ihe instructor's experience 
can be. effe*ctive in helping students see the practical aspects of the 
grapevine. Public relations can be effective in providing good "rumours 
which prevent or reduce harm done by the negative grapevine. Also good 
communications within the business between enployer and eirployees on 
matters tliat concern the workers is inportant. 



OBJECTIVES ; 

1. Ihe students v/ill be aware of ways in which rumours spread and are 
distorted in an organization or community. 

2. The students will think about ways in which they can prevent in- 
correct rumours from starting and spreading. 



RESOURCES REQUIRED 
1. TVo flip charts. 



1431 



PM14 



2. ProjcctiKil PM14a, 'IVhat Is tJic Grapevine?". 
3* Film, "'Ihe Graixivine" 



REFliRIiNOi MA1BRIAL FOR INSTRUCTOR 

!• "Nature of tJic Grapevine". (See multi-media kit). 



* MBTliODOlJDGY 
1. 1)0 not haiid out Readings. 



OliJECTIVli 1: TIE STUDENTS Wia BE MARE OF WAYS IN IVHIOJ RUMOURS 

SPRE/\D >\ND ARE, DISTORTED IN AM ORGANIZATiaN OR OC^NUNITY. 



Stimulus 

2* Prior to tlie lesson, have one of the following statements typed 
on a sheet of paper: 

Ni tiye people will not realize any 
treaty riglits wliich tliey feel they 
have ifitil tiiey can agree among 
tliemselves what these rights are. 

OR 

The Small Business Management course 
will terminate next week due to a lack 
of interest on the part of the students 
enrolled. 

OR 

Any other statement desired. 

NOTE: Tlie above statements were chosen because of the emotional 
reaction tha^ they may cause . The results could well be 
a greater distortion of the message than would be tlie case 
with other messages, because of individual interpretatim. 
The instructor should explain this to the group at the con- 
clusion of the experience. 

In tlie classroom, tell the group you would like to carry out a 
complications experiment- 
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ac Show t±Le written Jiessage to one person in tlie groijp. Do 
not show it to anyone else. 

b. Ask this first person to read the nassage silently and then 
whisper it to tlie person next to him. Then ask the second 
person to whisper it to the next persm. Continue until the 
niessage has been whispered in. turn to each person in tlie group. 

c. Ask the last person to receive the messagie to write down 

what he heard. Now write the nessage on one o£ the flip charts. 

d. Now write the original message on the other flip chart and 
conpare it with the message received by the last member in 
the group. (There will no doubt be some difference.) 



Clarify Problem 

3. Ask: *^Vhy is there a difference in the message?'- list and discuss 
the -Students* answex-s. 

The main Reason is that the message has been distorted, femind 
the gro\;ip that rumours usually carry some mixture of truth and 
error. 



Provide Information 

4. Hand out the Readings and read the Purpose and Introduction. 



PURPOSE 

In this lessen you will discuss ways in which rumours start 
and spread among people in a business or in a community. You will 
leaxn some ways you can prevent incorrect rumours about your busi- 
ness from starting. 



INTRODUCTION 

Rumours start and spread wherever grotps of people gather 
together. At tiines^ you will probably be faced with the problem 
of preventing rumours from starting, or stopping them cnce they 
start spreading. .Incorrect rumours can hurt your business if they 
are not checked. 
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5. Ask the students for some examples of rumours they have heard that 
they knew to be badly distorted. 



Indicator 

6. Group discussion. 



OBJECTIVE 2: TllE STENTS WILL TOINK ABOUT WAYS IH WHICH THEY CAN 
PREV1ENT INCORRECT RU^«URS FROM STARTING AND SPREADING. 



Stimulus 

1. Show the Projectual PM14-1, ^'What is the Grapevine?** Ask the 
students, "How do you think this grapevine would work?" 



Clarify Problem 

2. Discuss the projectual, explaining chat the communications 

experiment earlier was a sijnple example of message distortion 
resulting from person to person one-way communication. The grape- 
vine works in a more complicated way. Usually what happens is that 
one person tells the message to a group of people, then one or two 
persons from this group of people, pass on the message to other 
groups of people, etc. 

• 

This general pattern is referred to as a "cluster chain". One 
link in the chain informs a number of people rather than just one 
person. For example, the boss's secretary might be a key link in 
the grapevine network because of her numerous contacts. 



Provide Information 

3. Read Section 1 of the Readings. 



CONTENT 

1 . What is the Grapevine? 

The grapevine is an informal system of communication 
among people. For example, the talk that goes on among 
workers during a coffee break is part of the grapevine. 
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PM14-1 WHAT IS IHE GRAPEVINE? 



SUBJECT 



SER{AL NUMBER 



WHAT IS THE GRAPEVINE? 




V RECEIVER 



RECEIVER & SENDER 



[JECHIFAX) 

Form No. 267 



• TECHINGE TEMPUTE* 



• TECHINGE TEMPLATE* 



TECNtFAX FILEABLE TRANSPAItENCY MOUNT 
7V»"k}0" mask— use 8Vi"xn" FILM 
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Ihe information til at is discussed oa the grapevine is 
called rumour. Ihe spread b£ rumours follows a Grapevine 
or Rumour Network. Information travels vCTy quickly through 
the grapevine. 

Since many people are involved, tlie original message 
usually becomes very distorted or blown out o£ proportion. 



The instructor should enphasize very fast information travels 
in the grapevine. 

4. Read Sections 2 and 3 o£ tlie Readings. 



2 . What Can You Do About the Grapevine? 

There is no way you can stop all grapevine rumours. 
However, there are several ways you can prevent incorrect 
namours from starting and spreading. 

a. Share information with your workers. Tell them what is 
going on before rumours get started. 

b. Provide con^^lete and accurate information to your em- 
ployees, customers, suppliers, etc* wherever possible. 
NIake sure you tell tlie whole story, otherwise the grape- 
vine will fill in the missing parts. These assunptions 
can hurt your business. 

c. Oice a rumour has started, and if parts of it are incor- 
rect, the error is best removed by a clear statement of 
the facts. You should call your workers together and 
discuss the matter witli them. 

d. Encourage your workers to come to you and discuss with 
you any rumours about the business they may hear. 

e. Recogfiize that the grapevine is not all bad. Try to 
keep the key people in 1jie grapevine well-informed so 
that correct information is entering the grapevine* 



3. Summary 

■ It is inportant tliat you understand the workings of the 
grapevine among your euployees, and learn ways to keep in- 
correct rumours from hurting your business. The best means 
to acconplish this is to provide eiiougji accurate information 
on matters that concem enployees so that they do not make 
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incorrect assunptions . 



5. Sliw the film: ^^Hie Grape\rine" (8 minutes). 

'Ihe film setting is tte offices of the secretarial staff accounting 
section of a fairly large business. 

a. First Scene 

Shows how. a rumour starts. One secretary is telling another 
that she heard tlie boss say he may sell the business. 

• b. Second Scene 

Shows how the boss stops rumour in his office. He does it 
in a poor way. When secretary asks him about the rumour, he" 
becones angry and reprimands her, 

c. Third Scene 

T^vo weeks later. Sliows how a second rumour starts ia the 
boss's office. Secretary in boss's office hears only part 
of conversation between computer salesman and the boss. 
Secretary spreads rumour that two girls will lose their jobs 
because of new computer and an "outside" expert coming ia. 

d. Fourth Scene 

Girls spread rumour in coffee shop. Distortion of rumour 
grows progressively worse, for exanple, transfer, laid off, 
fired, fired without notice. Girls, are afraid to ask boss 
about this second ruiTiour because he reacted angrily when asked 
about the first rumour. Girls decide to quit or find another 
job before tlie boss has a diance to fire tiiem. 

e . Fifth Scene 

Boss calls two girls, Sally and Helen, into his office to tell 
them that they will be trained by tiie outside expert to operate 
the computer. 

The girls do not give boss a chance to talk, they tell him 
they are going to quit. 

Boss is surprised, he does not know what the girls are talking 
about. Boss finds out the girls think they are being replaced 
by a coirputer (tlie rumour) . Boss now tells them rumour is not 
true, the expert was just coming in to train them to operate 
tlie new conputer. 

f. Bid 

Boss asks himself, 'T4ow can I keep these rumours from getting 
started?" 
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Indicator 

6. Ask, 'IVhy do nmiours get started? How do they spread? How 
incorrect rumours be prevented?** 

Replay film, if necessary. 



1 
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SUBJECT PERSQNN1.L MANAGEMENT 



LESSON PM15 DISCIPLINING YOUR EMPLOYEES 



INSTRUCTOR'S GUIDE 



OVERVIEW 

Many people find it difficult to discipline employees. Because 
they find it difficult, employees are often left undisciplined too 
long. It then requires drastic action on the part of the manager. 
Discipline is sometimes overdone and can be very disagreeable. The 
student should realize that discipline should be a noimal activity of a 
manager which he carries out as required. 



No matter how good a manager is at selecting and supervising employ- 
ees, there are bound to be times when disciplinary action is necessary. 
Ihe problem of discipline becon^s more difficult if the employees are 
relatives or friends. 

There is a chance that the student does not see the matter of dis- 
cipline as a very immediate problem for him since he may not have his 
business lined up yet. The instructor can show the student the import- 
ance of knowing before he faces a disciplinary situation how he wishes 
to carry out the disciplinary job. The job of reprimanding (scolding, 
chewing out, calling down, etc.) employees is not a pleasant one, but is 
one which anyone in charge of employees must face. 



OBJECTIVE 

Students will consider when and how to discipline a misbehaving 
employee. 
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RliSOURQiS INQUIRED 

1. Films: ^^Discipline: Reprimanding'' (10 minutes) 
"Late For Work'' (3 minutes) 

. 2. Projectual BllS-l, 'liow To Discipline Your Employees". 



METHODOLOGY 

1, Do not Iiand out the Readings at this point 



OBJECTIYI-: im STUDENTS WILL CONSIDER WHEN AND TOV TO DISCIPLINE A MI:^ 
BHTAVING EN'IPLOYEE. 



Stimuli 

2. Set up the follaving situation with one o£ the students prior to 
this lesson. 

a. Situation . You come into class and wait for the group to set- 
tie down. Then start to scold one o£ the students in front of 
the group about some misbehaviour of his (you may have arranged 
for tlie student to come in late or he may not be paying at- 
tention in class, etc.). You can start out by saying 'Tou 
know, (name), I have meant to talk -to you about this problem 

of yours for a long time. We can^t put up with it any more -~ 
et:." Give this student a real calling down. The student 
dcas not say anything. . 

b. Tills situation must of course be arranged ahead of time with 
the student who is receiving the repriinand. It will be more 
realistic if a student who actually has been misbehaving in 
some minor way is used. 

c. After scolding "the student, be silent for a minute or so and . 
observe the reactions of the * students . You and the disciplined 
student should not let on that you have pre-arranged this situ- 
ation. 



Clarify Problem 

3. Now pass out the Readings and read the Purpose and Introduction 
with the students. 
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In this lesson you will look at the way you should disci- 
pline [scold, reprimand, correct) your workers who nush'-.'iavu . 



INTRODUCTIC^' 

Miat will ypii 'do when a worker does soinstliing wrong? iVill 
you try to correct" his behaviour (discipline him]? Wlien and 
where wilJ you di.scipline hiin? • IViil you talk to him in private 
or will you scold him in front of otiier workers? 

No matter how good your workers are tliey will probably mis- 
behave in som way. If tliis behaviour is hurting your bus' -.ess, 
you will have to discipline tlie worker. 

Now is tlie tiine to tliink about what you will do when you 
have to discipline an employee. 



4. a, Discui-3 the way. in whicli you scolded the student at tlie begin- 

ning uf t]Te lesson. - " 

Ask: ^TVhat was wrong witli tlie way tlie instiTictor disciplined 
tlie student?^^ 

Sugg'-^st (if tlie scudents do not) tliac it was tlie wrong tiTTx:^, 
place, and way to discipline. 

Ask: 'TIow will you (as a boss) discipline your employees 
who misbehave?^' 

b. Show Projectual HVLiS-l, ^T-Iow to Discipline Your Enployees*' 
while discussing this question.. Leave this projectual on 
and refer to it again wiien discussing the Readings. 

Provide Lifomation 

5. Read remainder of tlie Readings witli the students. ! Ask the students 
for personal experiences relating to this material. Also discuss 
the problems of disciplining employees who are relativiss, friends, 
etc. 
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M15-1 HOW TO DISCIPLINE YOUR EMPLOYEES 



SUBJECT 



SERIAL NUMBER 

•JlVldNH 33HIH331* 



r 



HOW TO DISCIPLINE YOUR EMPLOYEES! 




The boss should scold LIKE THIS. ..not LIKE THIS 
Choose the right time, place and way to 
discipline, , Jn private, calmly not in anger f 



[TECHIFAXj 



• TECHIKCE lEMPlATE* 



• TtCHINGE TEMPLATE* 



• TECHIKGE TEMPLATE* 



t •Uti ((I 



Form No. 267 



TECNIFAX FILEABLE TRANSPARENCY MOUNT 
lVi"x\0" MASK — USE 8'/i"xn" FILM 
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CONTENT 

How Can You Tell If Discipline is Needed? 

Every job in your business will require a worker to be- 
have in a certain way. When you think tlie worker is acting 
in some way tliat hurts your business, you will have to cor- 
rect his behaviour. For exajiiple, if you have a clerk work- 
ing in your store he will, have to act politely, towards 
customers. If he is sarcastic to ciistoniers, tlien you will 
need to correct tlds misbehaviour. 

It is not always easy to tell if discipline is needed. 
Have you ever been disciplined when you felt you should not 
have been? 

As a boss you have to decide if discipline is needed. 
You also have to be sure you discipline the riglit man. Have 
you ever been disciplined for sometliing you did not do? 



How Sliould You Discipline Your Enployees? 

There is a ri^t TIME, PIACE, and WAY to discipline 
your enployees. 

a. TiiTB 

Do not wait too long after the employee misbehaved to 
discipline him. If you wait too long the eirployee may 
think you are unfair. Also it is best to correct bad 
behaviour before it goes too far. For exajirple, if 
your store clerk is sarcastic you should correct hiin 
quickly, before he loses you too many customers. 

b. Place 

Do not scold a worker, in front of other people. This 
is no-^. fair. . Instead, talk to him in private. 

c. Way 

What do you think is the best way to discipline a worker? 
Should you be sarcastic? Should you make him feel bad? 
Should you give him a chance to explain his side of the 
story? 

When you scold or reprimand one of your workers, you 
should do it in a way that helps him understand how to do 
, things correctly. Give him suggestions on how he can improve 
his behaviour* Discipline will work best if you can get the 
enployee to co-operate with you to inprove the situation. 
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Reineinber, when discipline i: 
A Good Boss 

a. keeps calm 

b. knows tiie facts about 

what the eiiployee did wrong 

c. considers the feelings 
of the enployee 

d. I talks to the eiiployee 

alone (in private) 

e. includes soine praise for 
the things the ei^Dloyee 
does well \ 



necessary: 

A Poor Boss. 

becomes angry 

does not know all tlie 
facts 

ignores the feelings of 
the employee 

scolds the employee in 
front of otiiers 

just gives him hell; 
does not mention any of 
the enployee's good points 



3. Summary 

Discipline your eirployee as soon as possible after he 
misbehaves , 

Do not reprimand your eirployee in front of others. 

Use constructive criticism. Tell the worker what he 
should do do not just run him down. 



6. Show and discuss tlie film, *'Late for Work'*. (3 minutes) 

NOTE: This film was shown before in Lesson PM3, ''Different Types 
of Leaders''. 

a. Summary of Film Content 

Sliows boss and other eirplo^/ees holding a meeting in the 
morning. One eirployeej, Doug, is late. Boss becomes angry 
and bawls out Doug in front of the grou^. Doug becomes angry 
too and walks out , 

b . Instructions on How to Use the Film 

Sliow and discuss film. Replay if -necessary. Ask: 

(1) 'TVliat would you have done if you were the boss?" 
(2} ^TIow do you tliink the enployee (Doug) felt?" 

7. Show the film, "Discipline: Reprimanding" (10 minutes). 
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Before starting the film, define: 

- reprimand - blaine, scold 

- discipline - keeping things in order ' • 

- correcting misbehaviour 

Ask the students to ignore the big busine^^s setting and to put 
themselves in the shoes of tlie boss, or of tlie worker vA\o is 
being disciplined. 

a. Summary of Film Content 

Film begins with an office scene. Narrator mentions, "In 
achieving discipline, occasions arise when the supervisor m\s^ 
reprimand a worker. These situations must be handled care- 
fully. The siq^ervisor must have all tlie facts before hei 
reprimands." 

(1) Situation 1 : Shows boss scolding a worker in front of. 
others . Boss does not have all the facts-- he does 
not know that the worker has been away because of ds 
dau^ter's illness. 

(2) Situation 2 : Sliows a boss using sarcasm in scoldii'ig 
worker. 

(3) Situation 5 : Sliows where boss scolds worker in front 
of others . 

(4) Situation 4 : Sliows vdiere a si:5)ervisor scolds just, to 
show her authority. 

(5) Situation 5 : Shows viiere a boss threatens a worker. 
Does not give a worker a chance to explain. 

(6) Situation 6 : Shows how a reprimand should be given. 
Shows a situation where a girl wants time off. Girl has 
a poor record - many days off and lateness problem. 

'■ — '■ Boss calls girl into his office. Boss handles situation 

well. He gives her credit for \^^lat she does well then 
tells her she has some bad points. 

b. Instructions on How to Use the Film 

Show the entire film first, then re -run tlae film stopping 
after each of the situations above. 

(1) After situation 1, ask: "How should the boss have be- 
haved?" Narrator mentions: "Personal abuse and sarcasm 
have no place in reprimanding". 
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(2) After situation 2^ ask: "Did the boss have any respect 
for the worker's feelings?" Narrator coinments: "Repri- 
mands should be given in private. Humiliating an offen- 
der is bad practice ." 

(3) After situation 3, ask: "IVhy should discipline be given • 
in private?" Narrator comments: "Ihe sLpervisor should 
not scold and nag for the sake of showing authority." 

(4) After situation 4, ask: "Should a supervisor scold just 
to show his authority?" Narrator coinments: "Do not 
use threats in reprimanding," 

(5) After situation 5, ask: 

(a) 'Wiat should the boss have done?" 

(b) 'TIow should reprimands be given?" 

■ List suggestions to question (a) on the flip chart. 

(6) After situation 6, the narrator coiranents : *Tou have just 
seen a reprimand that has been handled properly. Can 
you apply these principles to situations that confront 
you?" 



Indicator 

8. Discuss this last question with the students. Ask them to list on 
the flip chart how a reprimand should be given and how it should not 
be given. Refer back to the Readings and the projectual if necessary. 
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